STATE OF MISSISSIPFI
HALEY BARBOUR
GOVERNOR
MISSISSIPPI DEPARTMENT OF ENVIRONMENTAL QUALITY
CrarLEs H. CrsoLM, BXeCuTIVE DIRECTOR

January 13, 2005
Mr. Kevin Mimer . Mr. Paul Bunge
Harcros Chemicals, Inc. Silvertip Project Partners
5200 Speakers Road ~ 860 Bramblewood Drive

P. O. Box 2930 ‘Castle Rock, Colorado 80108
Kansas City, Kansas 66110-3000 _

Re: = Development of Vicksburg Chemical Company Property
Dear Kevin and Paul:

Silvertip Project Partners, LLC bas partnered with Harcros Chemicals, Inc., and
ARCADIS to pursue cleanup and development of the Vicksburg Chemical Property. The
Department earlier decided to move forward with the Harcros Chemical Company
proposal and now oons;ders the proposai to be mudJﬁed to mclude Silvertip Project
Pariners.

The Department will negotiate exclusively with Silvertip Project Partners and
Harcros Chemicals Inc. as long as reasonable progress is being made townrd a final
solution. Based upon our discussions and the current plan of action, it seems that we all
will know whether this project will move to closure by April 30, 2005, At that time the
Department will re-evaluate whether it is prudent to continue negotiations with Silvertip
and Harcros. We appreciate your efforts to date. Please keep us informed of your

. progress, -

Charles H. Chisolm
Executive Director

CHC:jar
cc: Trudy D. Fisher, Esq.
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STATE OF MISSISSIPP [’JP ,

HaLey BARBOUR .
GOVERMNOR
MISSISSIPPI DEPARTMENT OF ENVIRONMENTAL QUALITY
CHARLES H. CHIsOLM, EXECUTIVE DIRECTOR

MEMORANDUM

TO: Leland Speed, Executive Director
Mississippi Development Authority (MDA)

FROM:  Charles H. Chisolm, Executive Director (4/
Mississippi Department of Envirenmental Quality (MDEQ)

DATE: December 23, 2004

SUBJECT: Vicksburg Chemical Company
Silvertip Partners, LL.C Proposal

MDEQ is working with Silvertip Project Partners, LLC, Harcros Chemical Company, and
ARCADIS to remediate, develop, and reuse the Vicksburg Chemical site, which includes
a 30+ acre plant site that is contaminated and approximately 540+ acres of clean
undeveloped property. Silvertip Project Partners, LLC (“Silvertip”) is prepared to
develop the site for resort, industrial, residential and retail/commercial use. The
following is a summary of Silvertip’s Proposal:

Silvertip Proposal

Because the remediation cost is estimated to be $8 million, economic assistance and tax

relief from the State is necessary for the project to be viable. Silvertip Project Partners
would like to discuss with the MDA several options for economic assistance. One option
under discussion is for the State to provide relief from State taxes generated at the site for
ten years. The State will not incur any cost associated with remediation of the property
and will not be losing any revenue that would otherwise be generated from this
contaminated property. The State will receive added benefits associated with the creation
of jobs. Additionally, the State would begin to receive all of its normal revenues at the
end of the tax relief period. The total estimated shortfall is at least $6 million.

Estimated Needs
1. Tax relief for ten years (requires legislation that is currently in the works),

2. Tax Increment Financing (TIF) bond funding for economic development of
$3.3M (requires City of Vicksburg to issue bonds); and
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3. $2.6M (attached chart includes cost estimates) from Mississippi Development
Authority for infrastructure needs.

Potential Resulis

1. Cleanup of Plant Site;
2. Reuse of the Vicksburg Chemical Plant Site;
3. Asmany as 75 jobs created from plant reuse;
4. Asmany as 150 jobs created from resort, golf course, and retail/commercial
development;
5. Golf Course development;
6. New Retail/Commercial development;
7. Resort development;
8. Tax revenues after 10-year relief period.
Key Contacts:
Silvertip Project Partners, LLC ARCADIS
Paul Bunge Paul Newman
860 Bramblewood Drive 630 Plaza Drive
Castle Rock, CO 80108 ' Suite 200
303-798-4133 _ . Highlands Ranch, CO 80129
Harcros Chemical Company Legal Counsel:
Kevin Mirner B _ - Trudy D. Fisher .
5200 Speaker Road ©. . _..* - Brunini, Grantham, Grower and Hewes
P. 0. Box 2930 TR ‘P.O, Drawer 119
Kansas City, Kansas 66110 - = - - - Jackson, MS 39205

601:960-6846

Attachment
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ARCADIS

Infrastructure Construction

VWater distribution including storage tank, booster, stc. $715,000
Sanitary sewer including lift station $420,000
Pavement and drainage structures, including a 10'x10° double-~

box culvert under Warrenton Road for golf course, culverts $475,000
Dry utility trenching (less fiber-optic, if required) ‘ $60.000
Contingency ($20%]) $332.000
Subiotal $1,992,000
Total Global Infrastructure $2,808,350
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STATE OF MISSISSIPP
DAVID RONALD MUSGROVE, GOVERNCR
Mlssmsnm DEPARTMENT OF ENVIRONMENTAL QUALITY
CHARLES H. CHISQLM, EXECUTIVE DIRECTOR

MEMORANDUM
To:  Vicksburg Chemical Company Prospective Purchasers

From: Charles Chisolm
Executive Director

Date: August 29, 2003

Re:  Response To Purchase Proposals

MDEQ was pleased to receive four proposals in response to our August 22, 2003 letter to
Pacific Chlorine, Inc. and Harcros Chemicals, Inc. concerning the purchase of Vicksburg
Chezmcal Company’s Vicksburg, Mississippi property. Of the four proposals received, two
companies (Pacific Chlorine, Inc. and Harcros Chemicals, Inc.) generally proposed purchasing all
of the assets, conducting chemical production operations at the facility, and prov:dmg some level
of guarantee towards the necessary medlanon

Louisiana Chemical Eqmpment Co., LLC. (“LCEC”) offered a sizeable cash payment
upon closing in exchange for all land, buildings, process equipment, spare parts, miscellaneous
materials, drawings and documentation coupled with an indemnification of LCEC and its
transferees from and against all environmental liabilities. In addition, MDEQ would be

~ responsible for the removal of all hazardous materials and cleanup. Finally, the National Center

for Sustainable Development/Brownfield Stewardship Fund proposed to serve as project
manager for environmental remediation and regulatory approvals, master land use planning, golf
course planning/oversight and as financial advisor under contract to the City of Vicksburg,.

MDEQ has determined to move forward with the Harcros Chemicals, Inc. (“Harcros™)
proposal, As a practical matter this means that over the next several weeks, and for as long as
reasonable progress is being made toward a final solution, MDEQ will negotiate exclusively with
Harcros regarding this project. MDEQ, however, reserves the right to reopen the process if it
appears to MDEQ that the negotiations have stalled due to the inability (financial or otherwise)
or reluctance of Harcros to proceed diligently.

MDEQ appreciates your interest and patience as the agency has worked through this very
unusual situation.
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STATE OF MISSISSIFPL
Davio RONAID MUSGROVE, GOVBRNGR

M1581551PP1 DEPARTMENT OF ENVIRONMENTY AL {QUALITY
Crames H. CHESﬁLM. EXECUTIVE IHRECTG A

FROM: Charies H, Chisolm, Fax No, 601-961-5349; Telephone 601-961-5000

DATE: August 29, 2003
Pages, Including Cover: 2

TO: Michael Boyd, 359-3741
Lael Butler, 404-562-8689
John Crawford, Esq., 985-4500
Caleb Dana, 936-4463 '
Dan Etzkorn, Esq., 501-682-0891
Parthenia Evans, Esq., $16-691-3495
Trady Fishes, Esq., 960-6902
Ronnie Gale, Mike Joachim, 609-586-0002
Steve Gambrel), 601-634-6876
David Kennedy, Esq., 718-422-1789
Jerry Lemons, 615-847-0053
Mayor Laurence Leyeos, 601-634-4564
Kevin Mirper, 913-621-7822
Jimmy Palmet, Esq., 404-562-9961
John Rosamond, 703-684-7302
Al Rotenherg, Steve O'Brien, 225-926-523?
Donna Sandidge, §15-340-2532
Nancy Thomas, Bsq., 601-634-6232
Scott Wilderman, 415-221-5684
Eric Williams, 720-344-3335
Yehuda Yoked, 901-684-5398
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STATE COF MISSISSTEFL
Oavie RONALL MIUBCROVE, GOVERNCR

Miss1s51eP1 DEFARTMENTY OF ENVIRONMENThL {JUALITY
CHARLES H. CHisoLs. ExXeCUTIVE DIRECTOY

MEMORANDUM
To:  Vicksburg Chemical Company Prospective Purchasers

From: Charles Chisolm
Bxecutive Director

Date: August 29, 2003

Re:  Response To Purchase Proposals

MDEQ was pleased to receive four proposals in responLc to our August 22, 2003 letter to
Pacific Chiorine, Inc. and Harcros Chemicals, Inc. conceming Jhe purchase of Vicksburg
Chemicsl Company’s Vicksburg, Mississippi property. Of thej four proposals received, two
companies (Pacific Chlorine, Inc. and Harcros Chemicals, Inc.) generally proposed purchasing all
of the assets, conducting chemical production eperations at the facility, and providing some level
of guarantee towards the necessary remediation.

Louisiana Chemical Equipment Co., LL.C. (“LCEC”) pffered a sizeable cash payment
upon closing in exchange for all land, buildings, process equipinent, spare parts, miscellanesus
materials, drawings and documentation coupled with an indemuification of LCEC and its
wansferees from and against all environmental liabilities. In idition, MDEQ would be

ible for the removal of all hazardous materials and clegnup. Finally, the National Ceater
for Sustainable Development/Brownfield Stewardship Fund pfoposed to setve as project
manager for environmental remediation and regulatory approvals, master land use planning, golf
course planning/oversight and as financial advisor under contihwt to the City of Vicksburg,

108 Chemicals, Inc, (“Harcros™)
sveral weeks, and for as long as
BQ will negotiate exclusively with
right 10 reopen the process if it
inability (financial or otherwise)

MDEQ has determined to move forward with the H
proposal. As a practical matter this means that over the next
reasonable progress is being made toward 2 final solution,
Harcros regarding this project. MDEQ, however, reserves
appears to MDEQ that the negotiations have stalled due to
ar veluctance of Harcros fo proceed diligently. |

MDEQ appreciates your interest and patience as the aﬁ-,mcy has worked through this very
unusual situation.
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Louisiana Chemical Equipment Co., L.L.C.

PLANT REMOVAL SURPLUS EQUIPMENT LIQUIDATIONS
USED CHEMICAL PROCESS EQUIPMENT

P. 0. BOX 65064 BATON ROUGE, LOUISIANA 70896-5064
PHONE {225) 923-3602 FAX (225) 826-5237
E-MAIL: plants@lcec.com hitp:/iwww . lcec.com
August 22, 2003 SENT VIA TELECOPIER:

601-961-5300

Mr. Jere “Trey” Hess, P.E., DEE Al 25
Mississippi Department of Environmental Quality Ay
101 Capitol Centre ‘

101 West Capitol Street

P. O. Box 20305, (39289-0385)

Jackson, Mississippi 39201

Dear Mr. Hess:

This letter sets forth the proposal of Louisiana Chemical Equipment Co., L.L.C. ("LCEC™ to
purchase all of the land, buildings, process equipment, spare parts, miscellaneous materials,
drawings and documentation (the "Purchased Assets") of the former Vicksburg Chemical
Company ("VCC") facility at Vicksburg, Mississippi, on the following terms and conditions:

I. The purchase price will be $2.5 million, payable in good funds at closing,

2. The purchase will be pursuant to the terms of a mutually acceptable definitive
agreement to include terms and conditions typical of a transaction of this type, including,
without limitation, the principal terms and conditions set forth below. LCEC will deliver a

proposed form of such an agreement within five (5) business days following acceptance by
MDEQ of this letter.

3. The Purchased Assets shall be free of all liens and encumbrances, and shall
include all patent and other intellectual property rights necessary for operation of the process
units without further payment for license or transfer fees, royalties, or other costs relating to
the technology of the process units, and there shall be no payments due seller or any third

parties for technology rights related to operation of the process units at any other location at
which the units may be reassembled.

4. LCEC will deliver a deposit in the amount of $30,000 upon execution of the
definitive agreement; the deposit will be applied to the purchase price at closing. If LCEC
fails to close the purchase for any reason other than inability of seller to deliver clear title or
technology rights, the deposit will be retained by MDEQ.



Louisiana Chemical Equipment Co., L.L.C.

5. MDEQ shall be responsible for removal of all hazardous materials and
remediation of all surface and subsurface contamination, and will indemnify LCEC and its
transferees from and against all liability in respect of environmental contamination from
operation of the facilities prior to closing.

6. The purchase of the Purchased Assets will be on an "as is, where is" basis
without warranty, except as specifically provided in the definitive agreement for title,
technology rights and environmental matters, :

7. LCEC shall be afforded a ninety (90} day period within which to conduct such
due diligence investigations of the Purchased Assets as it deems appropriate, including without
limitation, matters relating to taxation, environmental matters, dismantlement cost and such
other factors as LCEC may deem appropriate. If the due diligence investigation reveals

circumstances not anticipated by and unacceptable to LCEC, the purchase agreement may be
terminated by LCEC without further liability, and MDEQ shall retain the deposit.

8. We anticipate closing of the purchase within thirty (30') days following
completion of the due diligence investigation.

LCEC has over 30 years of e'xperience in successfully dealing with projects of this type,
including sale and relocation of in excess of 100 process units similar to the VCC units. Over
the years, we have developed an excellent track-record and reputation for our handling of these
types of projects, and we have the financial resources to undertake and successfully complete
this project. Enclosed for your reference is a recent, audited financial statement of LCEC.

We believe that this proposal offers MDEQ the opportunity for quick and final disposition of
the VCC assets without the contingencies, risks and uncertainties inherent in other proposals
based on plans to resume chemical production on the site, considering the current unsettled
environment of that industry. Our intention is to accomplish expeditious removal of the
process units from the site, with sale of the real estate in parcels to the City of Vicksburg
and/or other parties with whom we have held discussions, so that the property can be returned
to useful and environmentally-friendly purposes in the near term. The quick closing which we
anticipate will allow early termination of the ongoing expense and liability currently being
incurred by MDEQ. We believe, further, that our plan for disposition of the Purchased Assets
will not only maximize, in the near term, funds available to MDEQ for remediation of the site
but will aiso enhance adjacent land values and create Jjobs and tax revenue for the City of
Vicksburg. '



-

Louisiana Chemical Equipment Co., L.L.C.

If the foregoing plan for disposition of the VCC assets is acceptable to MDEQ, please so
indicate by signing in the space provided below, whereupon we will immediately commence
preparation of a definitive purchase agreement for your review. Neither party shall be bound
until execution of the definitive agreement. LCEC reserves the right to withdraw this proposal
if it is not accepted within thirty (30) days of the date hereof. We look forward to hearing from
you in this regard.

Regards,

LOUISIANA CHEMICAL EQUIPMENT CO,, L.L.C.

Alvin G. Rotenberg, E

President

AGR/bpm

Attachment

Agreed to and Accepted this ___ day of , 2003.
MISSISSIPPI DEPARTMET OF ENVIRONMENTAL QUALITY

By:
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LOUISIANA CHEMICAL EQUIPMENT CO., L.L..C.
(Limited Liability Company)
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Deloitte & Touche LLP

Suite 3700

701 Poydras Street

New Orleans, Lauisiana 70139-3700

Tel; (504} 581-2727
Fax: (504} 561-7293

www.deloitte.com DeIOitte
&Touche

INDEPENDENT AUDITORS’ REPORT

Louisiana Chemical Equipment Co., L.L.C.

We have audited the accompanying balance sheets of Louisiana Chemical Equipment Co., L.L.C. (the
“Company") as of December 31, 2002 and 2001, and the related statements of operations, member’s
equity, and cash flows for the years then ended. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements based
on our audits,

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance

- about whether the financial statements are free of material misstatement. An audit includes examining, on

a test basis, evidence supporting the amounis and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the financial position of
the Company at December 31, 2002 and 2001, and the resuits of its operations and its cash flows for the
years then ended in conformity with accounting principles generally accepted in the United States of
America.

Mboicte + Treke 20r

April 30, 2003

Deloitte
Touche
Tohmatsu
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LOUISIANA CHEMICAL EQUIPMENT CO., L.L.C.
(Limited Liability Company)

BALANCE SHEETS
DECEMBER 31, 2002 AND 2001

ASSETS

CURRENT ASSETS:
Cash
Accounts receivable: ‘
Trade, net of allowance of $176,094 and $248,413 in
2002 and 2001, respectively
Joint venture partners, net of allowance of $1,220,605 and $960,287
in 2002 and 2001, respectively
Affiliates
Advances to suppliers
Inventories
Prepaid expenses and other assets

Total current assets

PROPERTY, PLANT AND EQUIPMENT - Net

LIABILITIES AND MEMBER'S EQUITY

CURRENT LIABILITIES:
Accounts payable and accrued expenses;
Trade
Joint venture partners
Affiliates
Accrued compensation and other

Total current liabilities

COMMITMENTS AND CONTINGENCIES
MEMBER'S EQUITY

See notes to financial statements.

2002 2001
£ 1,158,145 $ 1,045,846
1,057.557 1,261,518
951,922 1,703,270
3,896,808 3,512,091
458,800 669,400
6,571,751 6,791,581
62,365 33,616
14,157,348 15,037,322
886,980 929,539
$15,044,328 $15,966,861
$ 325,645 § 315212
300,234 1,262,936
17,276 56,081
472,811 978,264
1,115,966 2,612,493
13,928,362 13,354,368
$15,044,328 515,966,861




LOUISIANA CHEMICAL EQUIPMENT CO., L.L.GC.
(Limited Liability Company)

STATEMENTS OF OPERATIONS
YEARS ENDED DECEMBER 31, 2002 AND 2001

2002 2001

NET SALES $ 9,163,377  $11,063,359

COST OF GOODS SOLD ‘ 4,306,733 5,077,331

GROSS PROFIT 4,856,644 5,986,028

SELLING AND ADMINISTRATIVE EXPENSES 3,538,513 4,021,735

INCOME FROM OPERATIONS 1,318,131 1,964,293
OTHER INCOME:

Interest income 193,314 196,143

Other, net 69,041 136,128

Total other income, net 262,355 332,271

NET INCOME $ 1580486 $ 2,296,564

See notes to financial statements.



LLOUISIANA CHEMICAL EQUIPMENT CO., L.L.C.
(Limited Liability Company)

STATEMENTS OF MEMBER'S EQUITY
YEARS ENDED DECEMBER 31, 2002 AND 2001

BALANCE, January 1, 2001 $11,057,804
Net income - 2001 2,256,564
BALANCE, December 31, 2001 ‘ 13,354,368
Member distributions - 2002 (1,006,492}

Net income - 2002 1,580,486

BALANCE, December 31, 2002 $ 1339283362

See notes to financial statements.
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LOUISIANA CHEMICAL EQUIPMENT CO., L.L.C.

(Limited Liability Company)

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2002 AND 2001

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Inventory writedowns
Depreciation and amortization
Gain on sale of property, plant and equipment
Provision for doubtful accounts
Changes in operating assets and liabilities:
Accounts receivable
Advances to suppliers
Inventories
Prepaid expenses and other assets
Accounts payable and accrued expenses

Net cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
Advances from (to) affiliates
Capital expenditures
Proceeds from sale of assets

Net cash provided by (used in) investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Payment of member distributions

Net cash used in financing activities

NET INCREASE IN CASH
CASH AT BEGINNING OF YEAR

CASH AT END OF YEAR

SUPPLEMENTAL SCHEDULE OF NONCASH INVESTING

AND FINANCING ACTIVITIES:

2002 2001
$ 1,580,486 $ 2,296,564
191,080 673,008
45,590 64,903
- {90,000)
188,000 349,487
(348,756) (747,665)
210,600 (150,260)
28,750 (1,359,766)
(28,749) 112,620
(1,496,527) 529,172
370,474 1,678,063
751,348 (1,272,688)
(3,031) (5,000)
_ - 15,000
748,317 (1,262,688)

(1,006,492) -

(1,006,492) -
112,299 415,375
1,045,846 630,471
$ 1,158,145  § 1,045,846

During 2001, the Company received cash of $15,000 for the sale of equipment and

recorded $75,000 as a receivable,

See notes to financial statements.



LOUISIANA CHEMICAL EQUIPMENT CO., L.L.C.
(Limited Liability Company)

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2002 AND 2001

-1-------

1. THE COMPANY

Louisiana Chemical Equipment Co., L.L.C. (the “Company”), a wholly owned subsidiary of Diefenthal
Investments, L.L.C. (“DI"), is a limited liability company, which terminates on December 31, 2020.

The Company is in the business of selling and dismantling used chemical equipment, in the form of
entire used plant facilities or individual pieces of equipment, primarily to foreign and domestic industrial
chemical companies. A portion of the Company’s sales is with joint venture partners in which the
Company has joint venture sharing agreements. Proceeds from joint venture sales and purchases are
shared on a pro rata basis as determined by ihe joint venture sharing agreements.

The Company is a2 member of a group of affiliated companies referred to as Southern Holdings, L.L.C.
(the “Holding Company™) and transacts business with other membets of the group in the ordinary
course of its operations.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation — The accompanying financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America.

Use of Estimates - The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
liabilities at the date of the financial statements. Such estimates also affect the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates.

Revenue Recognition and Deferred Revenue - The Company recognizes revenue for plant sales upon
transfer of risk of loss to the customer based upon the terms of the individual contracts. Revenue for
joint venture sales is recognized when the Company is entitled to receive payment from the joint venture
partner in accordance with the terms of the individual contracts, Revenue for equipment sales is
recognized when risk of loss passes to the customer.

A portion of the Company’s plant sales are made to customers under terms which provide for billing
throughout a contract period but which defer transfer of risk of loss until closing. Revenue on such
contracts is deferred until the risk of loss transfers.

Joint Venture Partner Receivables and Payables - Joint venture partner receivables and payables arise
from (1} sales of jointly owned equipment in which the Company or the joint venture partner is entitled
to a share of the sales proceeds and (2) purchases of used chemical equipment in which a share of the
purchase price of equipment is due to/from the Company or the joint venture partner.

Inventories - Inventories are valued at the lower of cost or market using the specific-identification
method for used equipment. Provision is made to reduce umsaleable, obsolete, or excess quantities to
their estimated net realizable values.



Property, Plant and Equipment - Property, plant and equipment are stated at cost. Maintenance and
repairs are charged to operations as incurred; improvements and major repairs, which extend the useful
life of the asset, are capitalized.

Depreciation is calculated based on the estimated useful lives of the related assets, ranging from five to
forty years, using the double-declining balance method for assets placed into service through
December 31, 1995 and the straight-line method for all assets placed into service thereafter.

Impairment of Long-Lived Assets - The Company reviews long-lived assets for impairment whenever
events or changes in circurnstances indicate that the carrying amount of an asset may not be recoverable.
The Company assesses the recoverability of long-lived assets by determining whether the carrying
values can be recovered through projected cash flows and operating results over their remaining lives.
Any impairment of the asset is recognized when it is probable that such future undiscounted cash flows
will be less than the carrying value of the asset. If the undiscounted cash flows do not exceed the
catrying value, then an impairment is measured based on fair value compared to carrying value, with
fair value typically based on a discounted cash flow model, comparable asset sales or solicited offers.

Income Taxes - No provision for federal or state income taxes is recorded in the financial statements, as
the Company’s results of operations are included in the tax retums of its member.

Reclassifications — Certain reclassifications of prior year amounts have been made fo conform to the
current year’s presentation.

Recent Accounting Pronouncements — In 2002, the Financial Accounting Standards Board (“FASB”)
issued Statement of Financial Accounting Standards No. 143, Accounting for Asset Retirement
Obligations (“SFAS No. 143”), which must be itplemented by January 1, 2003. SFAS No. 143 !
requires the recording of liabilities for all legal obligations associated with the retirement of long-lived
assets that result from the normal operation of those assets. These liabilities will be recorded at their fair
values (which are likely to be the present values of the estimated future cash outflows) in the period in
which they are incurred, with an accompanying addition to the recorded cost of the long-lived asset. The
asset retirement obligation will be accreted each year through a charge to expense, to reflect the time
value of money for this present value obligation. The amounts added to the carrying amounts of the
assets will be depreciated over the useful lives of the assets. The Company does not expect the
implementation of this standard to have a material impact on its financial position, results of operations
or cash flows.

In 2002, the FASB issued SFAS No. 144, Accounting for the Impairment or Disposal of Long-lived
Assets, which the Company implemented effective January 1, 2002 that supersedes SFAS No. 121,
Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of, and
sets the standards for measuring and recording impairments of long-lived assets. Additionally, this
standard establishes requirements for classifying an asset as either held for use or held for sale, and
changes existing accounting and reporting standards for discontinued operations and exchanges of long-
lived assets. The Company does not expect the implementation of this standard to have a material
impact on its financial position, results of operations or cash flows.

INVENTORIES
Inventories consist of used chemical equipment, including in certain instances, plant facilities.
Inventories are classified as current assets in the accompanying balance sheets and are expected to be

liquidated in the normal course of operations, although this may require more than one year.

During 2002 and 2001, the Company recorded a provision of $191,080 and $673,008 to reduce the
carrying values of certain inventories to their estimated net realizable values.

-7
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PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consist of the following at December 31, 2002 and 2001:

2002 2001
Land 3 360,368 $ 360,368
Buildings and improvements 1,279,402 1,279,402
Machinery and equipment 710,440 707,409
2,350,210 2,347,179
Less accumulated depreciation (1,463,230) {1,417.640)

$ 886,980 5 929,539

RELATED PARTY TRANSACTIONS

Effective February 24, 2000, DI and certain of its subsidiaries, including the Company (collectively, the
“Borrowers™), entered into a borrowing agreement (the “Secured Credit Agreement”), which replaced
substantially all of the Borrowers’ previous bank credit facilities. The Secured Credit Agreement
consists of a $5.0 million term loan and a consolidated revolving credit facility that is limited to the
lesser of $7.0 million or a specified borrowing base. Amounts available under the facility are reduced
by outstanding letters of credit not to exceed $3.0 million. Borrowings under the facility (i) bear interest
at a specified prime rate plus 25 basis points or LIBOR plus 190 basis points (term loan) or 180 basis
points {revolving loans) as elected by DI and (ii) are collateralized by substantially all assets of the
Borrowers, and the limited guarantees of the owner/members of the Holding Company. The term loan
is payable by DI in monthly principal installments of $59,524 with a final balloon payment of
$1,428,560 due in February 2005. During December 2001, the Borrowers amended the Secured Credit
Agreement to extend the maturity date of the revolving credit facility to June 30, 2003. A commitment
fee is payable monthly on the unused portion of the available revolving credit facility. For continuing
access to the credit facility, DI must remain in compliance with its covenants, including covenants
relating to (i) the maintenance of certain financial ratios and (ii) limitations and restrictions on capital
expenditures, the incurrence of new indebtedness and the payment of distributions to its members.
Borrowings outstanding under the Secured Credit Agreement, which totaled $5,254,699 and $6,913,619
at December 31, 2002 and 2001, respectively, are recorded on the books of DI

The Company participates in a cash management program of DI under which it advances funds to or
borrows funds from DI based on the Company’s cash flows. The Company had advanced excess cash
of $3,896,808 and $3,474,728 to DI at December 31, 2002 and 2001, respectively. A portion of the
advances accrue interest at varying rates (3.28% and 3.62% at December 31, 2002 and 2001,
respectively). Interest income on net advances approximated $185,000 and $181,000 for the years ended
December 31, 2002 and 2001, respectively.

DI provides accounting, legal and other managerial and administrative support and services to the
Company. Included in the resuits of operations for 2002 and 2001 are management fees aggregating
$228,000 and $180,000, respectively, relating to such support and services.

The Company participates in a 401(k) profit-sharing plan of an affiliate. Matching contributions to the
profit-sharing plan for the years ended December 31, 2002 and 2001 were $32,286 and $36,753,
respectively.
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7.

COMMITMENTS AND CONTINGENCIES

Legal Matters - The Company is involved in kitigation arising from a dispute with 2 customer regarding
the condition of a piece of equipment sold. The extent of liability, if any, with respect to this matter is
expected to be minimal. Management is of the opinion that the ultimate resolution of this matter will not
have a material adverse effect on the Company's financial position, results of operations, or cash flows.

Operating Leases - The Company conducts a portion of its operations on leased premises. Future
minimum lease payments under such noncancellable operating leases follow:;

2003 $49,946
2004 25,725
2005 : 8,423
2006 4,500

388,594

Rental expense for the years ended December 31, 2002 and 2001 approximated $81,900 and $77,600,
respectively.

SALES TO MAJOR CUSTOMERS AND CONCENTRATIONS OF CREDIT RISK

During 2002, the Company's largest customer accounted for $2,990,000 or 32.6% of the Company’s net
sales. During 2001, the same customer accounted for $2,350,000 or 21.2% of the Company’s net sales.

In addition, the Company has a significant number of transactions with one joint venture partner. At
December 31, 2002, joint venture receivables and payables from/to this partner totaled $3,232,314 and
$1,755,659, respectively (52,807,354 and $1,586,749, respectively, at December 31, 2001). Asa
consequence of a bankruptey filing by this joint venture partner, amounts receivable from and payable
to this partner have been presented as a net receivable in the accompanying financial statements.
Additionally, included in the results of operations for the years ended December 31, 2002 and 2001 is a
charge of $260,318 and $321,392, respectively, to recognize potential bad debt losses emanating from
the joint venture partner’s bankruptcy proceedings.

* K ok ok %k %
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Louisiana Chemical Equipment Co., L.L.C.

PLANT REMOVAL SURPLLIS EQUIPMENT LIOUIDATIONS
USED CHEMICAL PROCESS EQUIPMENT

P. 0. BOX 65064 BATON ROUGE, LOUISIANA 70896-5064

PHONE (225)923-3602 FAX (225)926-5237

E-MAIL: planted@icec.com http:ifiwww.lcec.com

Aungust 22, 2003 : VIA TELECOPIER;
- 601-961-5300

Mr. Jere “Trey” Hess, P.E, DEE ‘
Mississippi Depariment of Environmental Quslity
101 Capitol Centre

101 West Capitol Strect

P. O. Box 20305, (39289-0385)

Jacksom, Mississippi 39201

Dear Mr. Hess:

This letter sets forth the proposal of Louisiana Chemical Equipment Co., LL.C. ("LCEC™ 10
purchase all of the land, buildings, process equipmenit, spare parts, miscellancous materials,
drawings and documentation (the "Purchased Assels™) of the former Vicksburg Chemicel
Company ("VCC") facility at Vicksburg, Mississippi, on the following terms ard conditions:

1. The purchase price will be $2.5 million, payeble in good funds at closing.

2. The purchase will be pursuant to the terms of a mutually acceptable definitive
agreement to include terms and conditions typical of a transaction of this type, including,
without limitation, the principal terms and conditions set forth below. LCEC will deliver a
proposed form of such an agreement within five (S) business days following acceptance by
MDEQ of this letter.

3, The: Purchased Assets shall be free of all liens and encumbrances, and shall
include all patent and other intellectual property rights necessary for operation of the process
units without further payment for license or transfer fecs, royalties, or other costs relating to
the technology of the process umits, and there shall be no payments due seller or any third
parties for technology rights related to operation of the pmcess units at any other location at
which the units may Be reassembled.

4, LCEC will deliver a deposit in the amount of $30,000 upon execution of the
definitive agreement; the deposit will be applied to the purchase price at closing. If LCEC
fails to close the purchase for any reason other than inability of seller to deliver clear title or
technology rights, the deposit will be retained by MDEQ.
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Louisiana Chemical Eqmpment Co., L. L C.

P.0O. Box 65064, Baton Rouge, LA 70896-5064
, Phone: zzsma—m—- FAX: 225/926-5237
E-MAIL: plants@]cec.com WEB: http://www.lcec.com
DATE:  August 22, 2003

Rush Normgz],

TO: Trey Hess/MDEQ
FAX NUMBER:___ 601 961 5300
FROM:___ A1 Rotenberg
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Louisiana Chemical Fquipment Co., L.L.C.

If the foregoing plan for disposition of the VCC assets is acceptable to MDEQ, please so
. indicate by signing in the space provided below, whereupon we will immediately commence
preparation of a definitive purchase agreement for your review. Neither party shall be bound
until execution of the definitive agreement, LCEC reserves the right to withdraw this proposal
if it is not accepted within thirty (30} days of the date hereof. We look forward to hearing from

you in this regard. -
Regards,
LOUISIANA CHEMICAL EQUIFMENT CO., L.L.C.

Alvin G, Rotenberg,
President

AGR/bpm
Atiachment

Agreed to and Accepted this ___dayof 2003,
MISSISSIPPI DEPARTMET OF ENVIRONMENTAL QUALITY

By:
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Louigiana Chemical Equipment Go., L.L.C.

S, MDEQ shall be responsible for removal of all hazardous materials and
remediation of all surface and subsurface contamination, and will indemnify LCEC and its

transferees from and agninst all liability in respect of environmenial contamination from

operation of the facilities prior to closing.

6. The purchase of the Purchased Assets will be on an “as is, where is" basis
without warranty, except as specifically provided in the defimnve agreement for title,
technology rights and environmental matters.

1. LCEC ghall be afforded a ninety (90) day period within which to conduct such
due diligence investigations of the Purchased Assets as it deems appropriate, inclnding without
limitation, matters relating to taxation, environmental matters, dismantlement cost and such
other factors as LCEC may deem appropriate, If the due diligence investigation reveals
circumstances not anticipated by and unacceptable to LCEC, the purchase agreement may be
terminated by LCEC without further liability, and MDEQ shall retain the deposit.

8. We anticipate closing of the purchase within thu'ty (30) days following
completion of the due diligence investigation.

LCEC has over 30 years of experience in successfully dealing with projects of this type,
including sale and relocation of in excess of 100 process units similar {o the VCC units, Over
the years, we have developed an excellent track-rocord and reputation for our handling of these
types of projects, and we have the financial resources to undertake and successfully complete
this project, Enclosed for your reference is a recent, audited financial statement of LCEC.

We believe that this proposal offers MDEQ the opportunity for quick and final disposition of
the VCC assets without the contingencies, risks and uncertainties inherent in other proposals
based on plans to resume chemica) production on the site, considering the current unsettled
environment of that industry. Qur intention is to accomplish expeditious removal of the
process units from the site, with sale of the real estate in parcels to the City of Vicksburg

- and/or other parties with whom we have held discussions, so that the property can be returned

to useful and environmentally-friendly purposes in the near term. The quick closing which we
anticipate will allow eariy termination of the ongoing expense and liability currently being
incutred by MDEQ. We believe, further, that our plan for disposition of the Purchased Assets
will not only maximize, in the near term, funds svailable to MDEQ for remediation of the site
but will also enhance adjacent land values and create jobs and tax revenue for the City of

Vicksburg.



225 926 5237

P.@&-15

EUG—22—2323 13:29 LOUISIANA CHEMICAL
LOUISIANA CHEMICAL EQUIPMENT COo., L.LC.
. {Limited Llabnllty Company)
TABLE QF CONTENTS
| Paga'
INDEPENDENT AUDITORS’ REPORT i
FINANCIAL STATEMENTS AS OF AND FOR THE YEARS
ENDED DECEMBER 31, 2002 AND 2001:

Balance Sheets 2
Statements of dperaﬁons 3
Staternents of Member's Equity 4
Statements of Cash Flows 5
Notes to Financial Statements 6



AUG-22-2883 13:29 LOUISIANA CHEMICAL 225 Ydb DS MDD

.:;
| " LA CHEM. EQUIP.CO,LLC, .
iy | _ BATON ROUGE, LA 70898

LOUISIANA CHEMICAL
EQUIPMENT CO,, L.L.C.
(Limited Liability Company)

L. ] Lo o4

Financial Stataments for the Years Ended
December 31, 2002 and 2001 and |
Independent Auditors® Report

[ — |
. N PR . i

———
3



LOUISIANA CHEMICAL

AUG-22-2083 1329 225 926 5237 P.98-15

LOUISIANA CHEMICAL EQUIPMENT CO., L.L.C.

BALANCE SHEETS :
DECEMBER 31, 2002 AND 2001
ASSETS 2002 2001
‘ CURRENT ASSETS: '
Cagh $ 1,158,145 $ 1,045,846
Accounts receivable: - .
Trade, net of allowance of $176,094 and $248, 413 in
: 2002 and 2001, respectively 1,057,557 - 1,281,518
Joint venture partners, net of allowance of $1,220,605 and 5960,28?
. in 2002 and 2001, respectively -951,922 1,703,270
' Affiliates 3 896 208 3.512,091
Advances to suppliers 458 200 669,400
Inventories 6,571,751 6,791,581
' Prepaid expenses and other assets 62,365 331,616
Total current assets 14,157,348 15,037,322
PROPERTY, PLANT AND EQUIPMENT - Net 886,980 929,539
. $15,044,328  $£15,966,861
. LIABILITIES AND MEMBER'S EQUITY
f CURRENT LIABILITIES:
: - Acoounts payable and accrued expenses:
Trade $ 325645 § 315,212
B Joint venture partners 300,234 1,262,936
: Affilietes 17,276 56,081
: Accrued compensation and other 472811 978,264
: Total current liabilities 1,115,966 2,612,493
]
COMMITMENTS AND CONTINGENCIES - -
MEMBER'S EQUITY 13,928,362 13,354,368
: $15,044328  §15,966,861
See notes to financial statemenis.

(Limited Liabillty Company)
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701 Poydras Sorest
New Orleans, Louklana 70T59-3700

Tek {504) 581-2727
Fax: (504} 541-7203

b " ~ Deloitte
| &Touche

INDEPENDENT AUD{TORS’ REPORT

Louisiana Chemical Emnpmmt Co., LL.C.

We have audiied the accmxpanymg balance sheets ofLomszana Chemical Equipment Co., L.L.C. (the
“Company”) as of December 31, 2002 and 2001, and the related statements of operations, "mermber’s
equity, and cash flows for the years then ended. "These financial statements sre the responsibility of the
Company’s management, Qur responsibility is 1o express an opinion on these ﬁnancml statements based
on our audits.

We conducted our audity in ascordance with zuditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtazin reasonable assurance

- gbout whether the financial statements ave free of material misstatement. An audit includes examining, on

a test basis, evidence supporting the amounts and disclosures in the finencial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement pmsentam We believe that our zudits provide a reasonable
basis for our opinion.

In our opinion, such {inancial statements present fairly, in all material respects, the financial position of
the Comyany at December 31, 2002 and 2001, and the results of its operations and its cash flows for the
m ended in conformity with accounting principles generally accepted in the United States of

Aelicts + Fneks cer

April 30, 2003

Delaltta
Touche
Tohmatsu
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LOUISIANA CHEMICAL EQUIPMENT CO., L.L.G.
(Limited Liability Company) '

STATEMENTS OF OPERATIONS

YEARS ENDED DECEMBER 31, 2002 AND 2001

| 2002 2001
NET SALES | $ 9163377  $11,063,359
COST OF GOODS S0LD . | 4,306,733 5,077,331
GROSS PROFIT | | 4856644  5.986,028
SELLING AND ADMINISTRATIVE EXPENSES 3538513 4,021,735
INCOME FROM OPERATIONS 1318131  _ 1964293
OTHER INCOME:
s | e 16l
Tots! other income, net 262355 332,271
NET INCOME - $ 13580486  S_2,296,564

See notes to financial statements.
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LOUISIANA CHEMICAL EQUIPMENT CO., L.L.C.
{Limited Liability Company) .

STATEMENTS OF MEMBER'S EQUITY
YEARS ENDED DECEMBER 31, 2002 AND 2001

BALANCE. January 1, 2001 | $11,057,804
Net incame - 2001 o 2206564
BALANCE, December 31,2001  ° | 13;354,353
Member distributions - 2002 | L (1,006,492)
Net income - 2002 - o 1,580,486
BALANCE, December 31, 2002 $ 13,928,362
Sec notes to financial statements.
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LdUIélANA CHEMICAL EQUIPMENT CO., L.L.C.

(Limited Liability Company)

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2002 AND 2001

Ll PE ot 1 wodear

CASH FLOWS FROM DPERA'IB«IG ACTIVI’IIES
Net income
Adjustments to reconcile net income to net cash
wovided by operaung sctivities:
Inventory writedowns
Depreciation and amortization
Gain on sale of property, plant and equipment
Provision for doubtful accounts

Changes in operating assets and liabilities:
Accounts mcw?ﬁlg

Advanoes to suppliers

Inventories

Prepaid expenses apd other assets
Accounts payzble and accrued expenses

Net cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
A.dvances from (to) affiliates
Capital expmdmnes
Proceeds frotn sale of assete
Net cash provided by (used in) investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Payment of member distributions

Net cash used in financing activities
NETINCREASEINCASH
CASH AT BEGINNING OF YEAR
CASH AT END OF YEAR

SUPPLEMENTAL SCHEDULE OF NONCASH INVESTING

AND FINANCING ACTIVITIES:

2002 - 2001

$ 1,580486 § 2.206,564

191,080 673,008
45,590 64,903

. (90,000)
188,000 349,487
(348,756) 47.665}
210,600 (150,260
28750 (1,359,766

| 3,74_; 112,620
(1,496,527 529.172
370474 1,678,063

751,348 ° (1,272,688)
(3.031) gmﬁ)

st

748,317 (1,262,688)

_ (1,006,492 -

(1,006,492) , -
12299 415375
1045846 630471

§ 1,158,145 8 1,045,846

2001, the Company received cash of $15,000 for the sale of equipment and

recorded 5'?5.000 as a receivable.
See no’ws 10 finaniclal statements,
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LOUISIANA CHEMICAL EQUIPMENT CO., L.L.C.
(Limited Liability Company) | .

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2002 AND 2001

X 1. THE COMPANY

: " Louisiena Chemioal Equipment Co., L.1.C. (the “Company”), 3 wholly owned subsidiary of Diefenthal

| Investments, LL.C. ("DP‘).:sahmxmdhabihtycompm.uduchtemunatas on December 31, 2020.

E TheCmnpanylsmﬂnbuslmsofscﬂmganddmnﬂmgusedchmcaleqmpmngm'ﬂleformof

N entire used plant facilities or individual pieces of equipment, primarily to foreign and domestic industrial
chemical compames A portion of the Company’s sales i3 with joint venture partners in which the
Company has joint veoture sharing agreements, Proceeds fiom joint venture gales and purchases are
shamdonaprommbamsasdetermmedbytbejomtvmmSharmgagrmm

The Company is a member of a group of affilisted companies referred to as SouthemHoldmgs. LLC.
{the “Holding Company”) and transacts busiriess with other members of the group in the ordinary
- course of iis operations.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

|
|
i
.
| Basis of Presentation - The accompanying financial statements have been prcpared in accordance with
i acoounting principles generalty acoepted in the United States of America.

t

|

l

|

Use of Estimates - The preparation of financial statements in confonnity with accounting principles
“ generally aceepted in the United States of Ameriea requires management to make estimates and
B assumptions that affect the reported amounts of assets end liabilities and disclosure of contingent
liabilitics at the date of the financial statements. Such estimatzs also affect the reported amounts of
- revenues and expenses during the reporting period. Actual results could differ ﬁ'om those cstimates,

3 Revenue Recognition and Deferred Revenue - The Company recognizes revenue for plant sales upon

| h'ansferofnskoflosstoﬂrecuszerbaseduponmetcmmofmemdmdualmnh-acts Revenue for
:  joint venture sales is recognized when the Company is entitled to receive payment from the Jumtvmturc
partner in accordance with the terms of the individual contracts. Revenue for equipnmt sales is
recognized when risk of loss passes to the customer.

A portion of the Cornpany’s plant sales are made to customers under terms which provide for billing
throughout a contract period but which defer transfer of risk of loss until closing. Revenue on sich
contracts is deferred until the risk of loss transfers.

Joint Venture Partner Recelvables and Payables - Joint ventnre partner receivables and payables arise

from (1) sales of jointly owned equipment in which the Company or the joint venture partner is entitled

to a share of the sales proceeds and (2) purchases of used chemical equipment in which a share of the
i purchase price of equipment is dize to/from the Company or the joint venture partner.

Inventories - Inventories are valued at the Jower of cost or market using the specific-identification

method for used equipment. Provision is made to reduce unsaleable, obsulste, or EXCCSs quantmes to
their estimated net realizable values.
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Property, Plant and Eguipment - Property, plant #nd equipment ere stated at cost. Maintenance and
repairs are charged to operations as incurred; improvements and major repairs, which extend the useful
life of the asset, are capitalized. ,

Depreciation is calculated based on the estimated usefill lives of the related assets, ranging from five to
forty years, using the dowble-declining balance method for assets placed into service through
Deceinber 31, 1995 and the straight-ling snefhod for all assets placed into service thereafter.

Impairment of Long-Lived Assets - The Company reviews long-lived assets for impaivment whenever
events or changes i circwmstances indicate that the carrying amount of an asset may not be recoverable.
The Company assesses the recoverability of lang-lived assets by determining whether the carrying
values can be recovered throngh projected cash flows and operating results over their remaining lives.
Any impairment of the asset i8 recognized when it is probable that such future undiscounted cash flows
will be less than the carrying value of the asset. If the undiscaunted cash flows do not exceed the
carrying value, then an impairment is measured based on fair value compared to carrying value, with
fair value typically based on a discounted cash flow model, comparable asset sales or solicited offers,

Income Taxes - No provision for federal or state income taxes is recorded in the finencial statements, as
the Company’s results of operations are included in the tax returns of its member.

Reclassifications — Certain reclassifications of pﬁor year amounts have been made 1o conform to the
current year’s presentation. '

Recent Accounting Pronouncements - In 2002, the Financial Accoynting Standards Board (“FASB™)
issued Statement of Financial Accounting Standards No. 143, Aecounting for Asset Retirement
Obligations (“SFAS No, 143”), which must be implemented by January 1, 2003. SFAS No. 143
requires the recording of liabilities for all Jegal obligations associated with the retirement of long-lived -
assets that result from the normal operation of those assets, These lisbilities will be recorded at their fair
values (which ere likely to be the present values of the estimated future cash outflows) in the period i
which they are incurred, with an accompanying addition to the recorded cost of the long-lived asset. The
asset retirement obligation will be accreted each year through 2 charge to expense, to ceflect the tme

- value of money for this present value cbligation. The amounts added to the carrying amounts of the

assets will be depreciated over the useful lives of the asseis. The Company does not expect the
irnplementation of this standard to have a material impact on its finencial position, results of operations
or cash flows, _ _ : '

Ir 2002, the FASB issued SFAS No. 144, Accounting for the Impairment or Disposal of Long-lived
Assers, which the Company iraplemented effective January 1, 2002 that supersedes SFAS No. 121,
Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets io Be Disposed Of, and
sets the standards for measuring and recording impairments of long-lived assets. Additionally, this
standard establishes requirements for classifying an asset as either held for use or held for sale, and
changes existing accounting and reporting standards for discontinued operations and exchanges of long-
lived assets. The Company does not expect the implementation of this standard to bhave a material
impact on its financial position, results of operations ot cash flows.

INVENTORIES

Inventories consist of used chemical equipment, including in certain instances, plant facilities.
Inventories are classified as current agsets in the accompanying balance sheets and are expected to be
liquidated in the normal course of operations, although this may require more than one year,

During 2002 and 2001, the Company recorded a provision of $191,080 and $673,008 to reduce the
carrying values of certain inventories w their estimated net realizable values. ‘

~T=
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4. FPROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consist of the following at December 31, 2002 and 2001: .
' 2002 2001
Land $ 360,368 $ 360,368
Buildings and Impmvelmnts _ , 1,279,402 - 1,279,402
Mackinery and equipment 710,440 707,409
2,350,210 2,347,179
Less accurnulated depreciation (1,463,230 = (1,417,640)

$ 88698 § 029,539

5. RELATED PARTY TRANSACTIONS

Effective February 24, 2000, DI and cerfain of its subsidiaries, including the Company (eallectwely, the
“Borrowers™), entered into a ‘bon'owmg agreement (the “Secured Credit Agreement™), which replaced
substantially all of the Borrowers® previous bank credit facilities, The Secured Credit Agreoment
consists of a $5.0 million term loan and a consolidated revolving credit facility that is limited to the
lesser of $7.0 million or a specified borrowing base. Amounts available imder the facility are reduced
by cutstanding letiers of credit not to exceed $3.0 million, Borrowings under the facility (i) besr interest .
at & specified prinw rate plus 25 basiz points or LIBOR plus 190 basis points (term loan) or 180 basis
points (revolving loans) as elected by DI and (ii) are coliateralized by substantially all assets of the
Borrowers, and the limited guarantees of the owner/members of the Holding Company. The term loan
is payable by DI in monthly principal installments of $59,524 with a final balloon payment of
$1,428,560 due in February 2005. During December 2001, the Borrowers amended the Secured Credit
Agreement to extend the maturity date of the revolving credit facility to Jume 30, 2003. A commitment
fee is payable monthly on the unused portion of the avajlable revolving credit facility. For continving
acoess 1o the credit facility, DY must remain in compliance with its covenants, including covenaats
relating to (i) the maintenance of certain financisl ratiég and (ii) limitations and restrictions on capital
expenditures, the incurrence of new indebtedness and the payment of distributions to its members. '
Borrowings outstanding under the Secured Credit Agreement, which totaled $5,254,699 and 86,913,619
at December 31, 2002 and 2001, respectively, are recorded on the books of DI.

The Company participates in a cash management program of DI imder which it advances finds to or
borrows funds from DI based on the Company’s cash flows. The Company had advanced excess cash
of $3,896,808 and $3,474,728 to DI at December 31, 2002 and 2001, respectively. A portion of the
advances accrue interest at varying rates (3.28% sud 3.62% at December 31, 2002 and 2001,
respectively). Interest income on net advances approximated $185, 000 and SISI ;000 for the years ended
Decernber 31, 2002 and 2001, respectively.

DI provides accounting, legel and other managerial and administrative strppbn and services to the
Company. Included it the results of operations for 2002 and 2001 are management fees aggregating
$228,000 and $180,000, respectively, relating to such support and services.

The Company pamcipates int a 401(k) profit-sharing plan of an affiliate. Matchmg contributions to the
profit-shating plan for the years ended December 31, 2002 and 2001 were $32,286 and $36,753,

rcspccﬁvely
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6. COMMITMENTS AND CONTINGENCIES

7

Legal Matters - The Company is involved in litigation arising ftom 2 dispute with a customer regarding
the condition of a piece of equipment sold. The extent of liability, if any, with respect to this matter is
expected 10 be minimal, Menagement is of the opinion that the ultimate resolution of this matter will not
have a material adverse effect an the Company's financial position, results of operations, or cash flows. -

Operating Leases - The Comypany conducts a portion of its operations on leased premises, Fiture
minimum lease payments under such noncancellable operating leases follow:

2003 . $49,946
2004 . 25,725
2005 o - 8,423

- 2006 : 4,500
- $88,594

Rental expense for the years ended December 31, 2002 and 2001 approximated $81,900 and $77,600,
respectively. :

SALES TO MAJOR CUSTOMERS AND CONCENTRATIONS OF CREDIT RISK

During 2002, the Company’s largest customer accounted for $2,990,000 or 32.6% of the Company’s net
sales. During 2001, the same customer accounted for $2,350,000 or 21.2% of the Company’s net sales.

In addition, the Company has a significant number of transactions with one joint venture partner. At
December 31, 2002, joint venture receivables and paysbles from/to this partner totaled $3,232,314 and
$1,755,659, respectively ($2,807,354 and $1,586,749, respectively, at December 31, 2001). Asa
consequence of a bankruptoy filing by this joint venture partner, amounts receivable from and peyable
to this partner have been presented as a net receivable in the accompanying financial staternents.

‘Additionally, included in the results of operations for the years ended December 31, 2002 and 2001 is a

charge of $260,318 and $321,392, respectively, to recognize potential bad debt losses emanating from
the joint venture parimer’s bankruptey proceedings. : _

LR R N N

TOTAL P.1S
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Harcros Chetnicals Inc — g

5200 Speaker Rd.

PO Box 2930, 66110-2930

Kansas Ciry, KS 66106-1095 H A R C R O S
Tel 913/321-3131

Fax 913/621-7718

CIPTOR O st AL QUALITY
AUG 2 ¢ 2003

Mr. Charles Chisolm

Executive Director

Department of Environmental Quality
2380 Highway 80 West

Jackson, Mississippi 39204

' August 21, 2003 )
|
|
i
i
i Dear Charles:

Please consider this the final offer of Harcros Chemicals, Inc. written in response to your

letter dated July 21, 2003. As requested, we are not re-submitting our earlier proposals,

but ask that they be read in conjunction with this letter.

Harcros Chemicals, Inc. has entered into an agreement with ARCADIS to jointly
¢leanup, reuse, and redevelop the Vicksburg Chemical property through ARCADIS’
Guaranteed Remediation Program, with participation by the City of Vicksburg in the
development of a championship style golf course on the uncontaminated portion of the
property. After several discussions and a meeting with the City, followed by a written
proposal from ARCADIS and Harcros, the City selected our joint proposal. The City is
waiting on the Department’s final decision before signing our agreement. A copy of
electronic correspondence from the City documenting this information is attached.

We are very pleased to have ARCADIS as a partner. ARCADIS provides the experience
in two critical areas — cleanup of the contaminated portions of the property through its
Guaranteed Remediation Program and golf course development on the uncontaminated
property. Because of ARCADIS’ experience and financial stability, it provides a
guaranteed program superior to any others. The reasons ARCADIS can provide this
service are many.

ARCADIS invented the business. ARCADIS created the guaranteed remediation :
business in the early and mid 1990s in conjunction with its environmental insurance 3
pariners such as AIG.

ARCADIS has contracted more guaranteed remediation projects than any company in the
country. ARCADIS also closed more guaranteed projects than any company in the
country.

ARCADIS puts its company behind its cleanup guarantee. In contrast to a small
company going straight 1o an insurance company, or setting up a limited liability



company, ARCADIS puts its company first behind the cleanup guarantee. ARCADIS is
an 8500-person, world-wide firm with $125 mitlion in the bank and no debt.

ARCADIS gets proprietary insurance products not available to other firms. ARCADIS’
long relationship with insurance providers, combined with the longest track record in the
business, allows ARCADIS to provide protections and insurance products that no other
company can provide.

Our proposal is as follows:

1. A commitment to cicanup the contaminated portions of the property (the
former VCC plant) to levels agreeable to the MDEQ and the EPA.
ARCADIS’ Guaranteed Remediation Program provides cost certainty for the
remediation / resolution of all environmentat issues that may plague this site.

This guarantee will be indemnified by AAA rated financial / insurance institutions
and provides the most protective manner to deal with environmental issues during
a real estate transaction.

2. Determination of future land use developed with the City as a partner in the
process. ARCADIS has no stake in the selected end use, as opposed to
developers that would develop to their specific use. An upscale, resort golf
course, like several that ARCADIS is currently developing, is planned for the
uncontaminated portion of the VCC site. Ownership and operation of the plant by
Harcros, along with an associated buffer zone between the rest of the
development, is also planned. The Bowmar Baptist Church request will also be
included.

3. A financing program that covers the cost of cleanup and development wnder
one, comprehensive deal.

4. Additional development that will provide for employment of local citizens,
will bring visitors to the area, and increase the quality of life for area
residents.

5. Positive public relations for the City, the Department and the State.

Due to the seasonal nature of sales in the fertilizer industry, it is critical that the
Department make its final decision quickly. This will allow us to finalize the necessary
components of conveying the property, and be in a position to participate in the 2004
sales market. One of the critical components in the process is the Economic Value
Appraisal (“EVA™) conducted by ARCADIS, with participation by the City and Harcros.
Harcros is funding the EVA at a cost of $45,000. As the City recognized in the attached
electronic message, it was unfair to ask that Harcros commit to the cost of the EVA
before MDEQ’s decision, not knowing whether its proposal would be selected. If the
proposal is selected, Harcros and ARCADIS are committed to fast track this process and
conclude the EVA process on a parallel track with finalizing agreements with MDEQ and



EPA for conveyance of the property. We plan to have both the EVA completed and
property conveyed by September 30, 2003. Of course, this date is achievable, only if
MDEQ makes its decision very soon.

Our time frame is as follows:

MDEQ Decision: Wednesday, August 27, 2003

Prepare the EVA: Wednesday, August 27 to Tuesday,
September 30, 2003

Golf Course Planning Session

With City: Week of September 15, 2003

Complete Detailed Mechanical

Inspection for Plant Restart Friday, September 19, 2003

Finalize EPA/MDEQ Agreement Wednesday, August 27 to Tuesday
September 30, 2003

Convey Property: Tuesday, September 30, 2003

Permits Transferred: Tuesday, September 30, 2003

Begin Golf Course Development: 1st quarter 2004

The information we provided the Department in the first submittal gave corporate
information on Harcros, which we would take this time to briefly review, since so much
time has elapsed since that first submittal. Harcros Chemicals, Inc. is a chemical
distributor operating out of 28 locations in the United States, mainly in the South and
Mid-West. Additionally, Harcros manufactures ethoxylated and propoxylated products at
its Kansas City, Kansas location. Sales in 2002 totaled $232,800,000.

The resources of Harcros, when combined with the experience of ARCADIS, will result
in sustainable, complete redevelopment of the property with the City’s involvement and
guaranteed remediation, meeting MDEQ’s requirements, as well as an industrial facility
providing jobs for the community.

Yours truly,
Kevin (G. Mirner
President and CEO
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Locke, Susan

From: Nancy Thomas [nancyt@vicksburg.org]
Sant: Tuesday, August 12, 2003 10:47 AM
: Trudy Fisher
q: chuck_barlow@deq.state.ms.us
bject: RE: Vicksburg Chemical Property

Trudy -- After talking with 8id this morning, the City would rather wait
until Aug. 22 or whenever DEQ decides what it is going to do before
signing Harcros' proposal. We just think that it would not be good
business for Barcros to go to the expense of doing its feasibility and
then Pacific Chlorine's proposal be chosen by DEQ. We can wait 10 more
days. Thanks.

----- Original Message---—-

From: Trudy Fisher [mailto:tfisher@brunini.com]
Sent: Tuesday, August 12, 2003 §:48 AM

To: Hancy Thomas

Subject: RE: Vicksburg Chemical Property

Mancy, I was out of the office yesterday in meetings, will get back with
you today as soon as I discuss with Kevin Mirner.

Trudy D. Fisher

Brunini, Grantham, Grower & Hewes
1400 Trustmark Bank Building

248 East Capitol Street

P.0. Box 119

Jackson, Ms 39201

601.960.6846

>>> "Nancy Thomas"™ <nancyt@vicksburg.org> 08/11/03 12:31PM >>>

Trudy -- The City has chosen to go with the Harcros/Arcadis proposal and
we have notified

both Pacific Chlorine and MDEQ of that choice. However, the proposal
that was e-mailed to me states that the city and MDEQ have to give an
exclusive option period prior to beginning the feasibility study. MDEQ
is not willing to do this. It is their opinion that they should wait
until August 22 to get all proposals in hand. The city would like for
the feasibility to begin ASAP. Additionally, the City will need to call
a special board meeting to sign the proposal from Arcadis which means it
will be public. Do we need to go ahead and do this now, or do you want
to wait until after Bug. 22. Please let me know. We can call a special
board meeting with 3 hours notice. Thanks. Nancy

————— Original Message-~-—-—

From: Trudy Fisher [mailto:tfisher@brunini.com]
Sent: Wednesday, July 30, 2003 10:54 AM

To: Wancy Thomas

Subject: Draft Letter

Nancy, I have attached the draft letter we plan on sending to the City
tcday. If you have moment, can you please review and see if we have
overlogked anything we discussed on Monday? Thanks, Trudy

Qudy D. Fisher
unini, Grantham, Grower & Hewes

1400 Trustmark Bank Building
248 East Capitol Street



P.0. Box 119
. Jackson, Ms
%071.960.6846

39201
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20 August 2003
Dear Charlie;

The attached concept proposal is forwarded for your consideranon and subscquent
discussion with the team of National Center for Sustainable Development/Brownfields
Stewardship Fund, Marstel Day Managemcnt Consultants and Case Golf Company. We,
as a team, are cominitted to pursue the project with the state of Mississippi, Department
of Environmental Quality. Enclosed for your information is a letter from Mr. Sidoey H.
Beaumnan, Jr. declining the city of Vicksburg’s interest in the concept and referming the

_proposal to your office.

The attached concept proposal was written with the city of Vicksburg in mind; however’
it remains valid with modification regarding passing of title, project management and
financing. These matters and more are open to further discussion with you and would be
addressed in subsequent contractual arrangements.

As a side note, Roy Case has developed a land development plan consisting of three
championship nine hole golf courses, a driving range, a gambling hole, clubhouse,
residential development sites and more. Additionally, remaining acreage pexmits _
development of an upscale gated community with an additional eighteen bole goif course.
Charlie, the potential for the development of the 540 acres is unlimited. I would like to

see the project go forward because it is 2 potential national treasure. When completed,
envision the project being similar to Kingsmill on the James River in Williamsburg, VA.
We Took forward to further discussions with you.

Sincerely,

Phone: 703-360-0567

Fax: 703-360-4364
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Proposal for BSF —Vicksburg
Newco Development Corporation
July 24, 2003

Proposal:

To create a master strategy and implementation outline of the necessary action
steps required for the comprehensive management of the cleanup, environmental '
restoration, land use planning, financing and new economic development of
approximately 540 acres comprising the former Vicksburg Chemical Plant site.

Concept:

To have the City of Vicksburg acquire the site title from the Mississippi |
Department of Environmental Quality by the most appropriate means, to manage the
environmental restoration and land use planning process, then the staged construction and
development of two golf courses appropriate to the site to accomplish municipal and
destination resort market objectives, support the current and projected casino market
demand for high quality golf time and enhance the quality of life consistent with new
redevelopment efforts of the city downtown. |

To strategically position Vicksburg with these golf venues and related
recreation/entertainment facilities to attract regional and national attention for economic
development and add stimulus to tourism, civic pride and sustainable long-term propesty
and infrastructure investment.

Background:

On June 26, 2003, trustees of the National Center for Sustainable Development/ .
Brownfields Stewardship Fund in Dallas and Washington, DC, a senior manager from
Marstel Day Management Consultants in Alexandria, VA and the President of Case Golf
Company met with the Mayor of Vicksburg, City Aldermen and economic development
officials. The day-long series of meetings and tour of the site were complemented by the
city leadership’s clear message that results need to be forthcoming in a current window
beginning within the next six months.

_ Also, it was abundantly clear that a golf solution needs to complement current
development interests underway in the local casino market and the historic downtown
revitalization. Expansion of development plans underway must ensure future -
attractiveness to contimued casino investment. Simultaneously, planning must support the
longer term sustainable growth of Vicksburg as a destination venue compatible with the
revitalization of the historic downtown erea, capturing the imagination of local, state and
national constituencies to Vicksburg’s impressive existing assets.
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Initial Ideas:

~ From our preliminary discussions, concerning the new economic development
phase, it appears that a master redevelopment plan is required that envisions the creation
of two signature golf venues - the more immediate need being to create a revenue
producing course for the City of Vieksburg exceeding the expectations of traditional
inunicipal course golfers, and inspiring voters to support a city-backed bond financing. A

- successful city-owned course (27 holes) will set the stage for creating value in secondary

planned parcels for residential, hotel or retail to be anchored by a higher amenity “Club
Course.” The Club Course would not compete with the exchisivity of the local country

~ club, rather, operate under the gated community/resort concept such as Kings Millin

‘Williamsburg, VA and cater to the premivm casino or Jdestination vacationer as well as.
new residents attracted to the lifestyles of revitalized Vicksburg. Time is of the essence,
given the important seasonal growing requirements for the city-owned course, to begin

planning, financing and construction. '

The Brownfields Stewardship Fund would vltimately acquire title to the site from
the City of Vicksburg after the site title is acquired from the MDEQ to the City of
Vicksburg. The asset would be placed in a single asset subsidiary corporation of the
Brownfields Stewardship Fupd. The newco, “BSF-Vicksburg” would be the manager of
the contract, would be the recipient of the procecds of the initial revenue bond financing,
and would empioy Case Golf Company. Our preliminary estimate for the bond financing
should be approximately $10 million. This does not mean the project will cost $10

-~

million but rather represents a ceiling for the purpose of the revepue bond. BSF-
Vicksburg would be the manager of the clean up of the site, working to gain regulatory
approvals of MDEQ consistent with the intent and supervision of the New York
Bankruptcy Court and Trustee. Marstel-Day Management Consultants would serve as

the sole senfor consulting firm and review decisions associated with the endeavor.

BSF-Vicksburg would negotiate with the casinos and other interestcd parties to
pre~sell up to a substantial minority of the golf playing rounds for their customers asa
gaming draw or corporate customer enhancément. The majority of the tee times,
however, would be available to the public on a first come first served basis. As part of the
City Course, a driving range, golf school, and a nine-hole executive course could be part
of the first package of deliverables. A clubhouse with nice amenities could also generate
fees to defray the revenue bonds. We believe this initial phase will create a major,
multidimensional interest for residents and the gaming customers.

BSF-Vicksburg, serves as project manager for envirommental remediation and
regulatory approvals, master land use planning, golf coursc planning and oversight
through Case Golf Company, and financing advisor. BSF-Vicksburg is the .
comprehensive solution to the varied city interests, those of the casino operators with
their substantial investment, the State’s environmental mandate and the reuse of the site
consistent with the bankruptcy court mandate. '
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Next Steps:

The foregoing initial thoughts are not comprehensive but give an overview of our
collective thinking on how to tackle the problems and seize the opportunities at hand ina
timely manner. To develop the plan and implement the program will require a financial
commitment now from the City of Vicksburg to fund the pursuit of these objectives.

We propose to undertake the work and planning, to spend the time and effort,
travel and discussions to render a comprehensive solution under contract to the City of

" Yicksburg. The Contract would be for the duration of the project, at a rate of $18,000.00

dollars per month, phus actual documented expenses not ta exceed $10,000 per month.
This is the proposal to commence work on the planning and implementation for the
concepts mentioned. Any contract would conternplate the continnation of this approach
for the proposed Club Course. Please let John Rosamond know if this is an approach of
interest. Thank you. :

g u0s
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CITY OF VICKSBURG

—— T i —

P. 0. BOX 150 VICKSBURG, MS 39181-0150 (601) 634-4554
LAURENCE E. LEYENS GERTRUDE A. YOUNG SIDNEY H. BEAUMAN, JR.
MAYOR ALDERWOMAM ALDERMAN

July 29, 2003

- Mr. John Rosamond
Marstel-Day, LLC
120 South Payne Street
Alexandria, VA 22314

RE: VICKSBURG CHEMICAL PLANT AND PROPERTY

Dear John,

Thark you for the proposal you and your group submitted to the City of
Vicksburg regarding the cleanup and development of the Vicksburg Chemical
property. We appreciate your interest; however, at this time, we are not
interested in the proposal you submitted to us.

You might want to submit your plan to Mr. Charles Chisolm of the

Mississippi Department of Environment Quality. He may be interested in a
‘proposal that will guarantee remediation of the plant property and satisfy the
City of Micksburg-simaltaneousty— ~ - — -~

SENEEEE MR U U —— — e

Thank you for your courtesies in the matter.
Sincerely,

Sidney H. Beauman, Jr.
Alderman

Red Carpet City of the South
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STATE OF MISSISSIFPL .

[aviD RONALD MUSGROVE, GOVERNGR

MISSISSIPPI DEPARTMENT OF ENVIRONMENTAL QUALITY
CHARLES H. CrisoiM, ExgcuTive DIRECTOn

July 21, 2003

.» Facsimile

bevin Mimer, President and CEO
Barcros Chemical

0 Box 2930

nsas City, KS 66110-2930

~- Wildeoman, President

hacific Chlorine, Inc. '
LoramcCourt S EXHIBIT
Ban Francisco, CA 94118 T : T

caer.Mlmcraner Wildeunm . | / @%

‘Your companies have shown consistent interest in the phrchase of the Vicksburg
emical Company facility over the past several months. As ypuknow, MDEQ has not been
letareachanagmememvmhanywnqmanyfonhesalaof fa@tyandmemmpm)ang

estate. As you also know, MDEQ is very interested in the {pinion of the City of Vicksburg
th regard to pmposals for the sale and subsequent use of the propetty.

MDEQ intends to mzake a dec:snon in the near firture as jo the disposition of this facility
pmperty In order to expédite thiat process, please take not¢: of the fo].lowmg:

1. If you remain interested in this facility aid propesty, you should delivera
detailed offer to purchase the facility and property, provide environmental
insurance, reach a guaranteed fixed pric remediation contract, sell
property to the City, etc,, or any i uonoftheabovethatyouchoosc
to create your offer package, to Trey Hegs of MDEQ 1o later than the close
of business on Augnst 22, 2003. You shinld not resubmit information
already provided, but please highlight agy informarion tha: you wish for
MDEQ to conisider that is in addition to i different from the proposal you

delivered to MDEQ in response to MDE})'s previous formal request for
proposals. " :

2 MDEQ does not intend to enter a period|of “exclusive negotiations” or an
. _option contract with any party. You shofild make any additional

Pacific C. 0108

g POST CFFICE BOX 20305 * JACKSON, MISSISSIFP1 39289-1305 = TEL: (601) 961-500¢ * FAX: {601} §61-5794 » www.desqamcemiih
AN BQUAL OFFORTUNITY EMPLOYER
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. MDEQ appreciates your interest in the Vicksburg
roperty, and we hope that this process will bring the issue to a

From-MDEQ LEGAL DIV 6019615349 T-875 P.03/08 F-733

" views your companies ag the two

investigation of the facility and property [wnd/or have suffictent
communications with those who may beparitnering wirth yon in this
endeavor (such as, but not limnited 1o, a brownfields remediation specialist
or environmental insurance provider) befween now and the August 22
deadline so that the additional informatign submitted by you, if any, by
that date is a detailed offer to purchase the facility and property, provide
insurance, sell property to the City, eft., {'r any combination of the ahove.
Trey Hess will attempt to arrange additiqual access to the site for you if
that is necessary.

Your information submitted by August 2.2 should include the draft of a
sales contract, agreement, or other simildr document(s) through which you
would propose to execute a purchase, '

You should plm 1o have discussions with the City concerning your
proposal prior to submitting your i wfion to MDEQ. You should
contact the City as soon as possible to scliedule this meeting.

This process is not limited to participatiqn by your companies, but MDEQ

MDEQ, however, is not obligated to acc{-pt atry proposal made to it by you
or by others.

ical Company facility and
close in an expeditions manner.

Mease contact Trey Hess of miy staff at 601-961-5654 if you ned additional information,

Charles H{ Chisolm
Exccutive | irector

Pacific C. 0108




City of Vicksburg

Legal Department
1401 Walout St,
P. 0. Box 150
Mancy D. Thomas Vicksburg, MS 35181 ) - Walterine Langford
City Attorney {(601) 631-2983 phone Bobby D. Robinson
(601)634-6232 fax Associate City 1:: %
June 16, 2004
William W. Rucker, Esq.
Rucker & Middleton, L.L.P.
3801 Kirby Drive, Suite 710 -
Houston, Texas 77098 Via U.S. Mail & Fax 713-528-5011

RE: Claim of Pacific Chlorine, Inc. (“PCI”) against the City of
Vicksburg, Mississippi

Dear Mr. Rucker:

The Mayor and Aldermen of the City of Vicksburg, Mississippi have
requested that I respond to your Jetter dated April 15, 2004 on their behalf.

The City of Vicksburg denies PCI’s claim on the basis that most of the
information contained in your letter dated April 15, 2004 is not correct. MDEQ
did not delegate any of its authority under the Abandonment Order to the City.
MDEQ only asked the City what it would like to see happen regarding the VCC
property and the City’s response was that the City would like to build a golf
course on the property that is not contaminated and is west of the railroad tracks
and further, the City would like to see the plant site developed as something other
than a chemical plant. That is still the City’s preference; however, the City
understands that in order to solicit an interested party to take on the clean up
responsibility, the most feasible use of the plant site is to operate it as a chemical
plant. In fact, while the City realizes that Harcros may reopen the plant, Harcros
initially proposed that it may use the plant site as a distribution center. To the
City’s knowledge, Harcros has not yet made a determination as to the final use of
the plant site. Other than general zoning regulations, the City of Vicksburg never
had and does not currently have any jurisdiction over the use of that property.

The City did not encourage PCI to perform any due diligence. PCI



William W, Rucker
June 16, 2004
Page 2

voluntarily submitted a proposal and could have withdrawn its proposal at any
time. The City did not receive any information from PCI regarding its proposal
except to discuss the clean property the City wanted to buy for the golf course.
All correspondence and documents that were provided to the City were returned
to PCI upon your request.

The City of Vicksburg does not have any remediation information from PCI
or any other entity and therefore, could not have passed such information to -
another party.

The MDEQ is doing its best to find a good outcome for a bad situation that
was dropped in its lap. In working towards that outcome, MDEQ requested input
from the City of Vicksburg becanse whatever happens to the contaminated
property and the clean property will affect the health, safety and welfare of the
citizens of Vicksburg. There was no conspiracy to defraud PCI and PCI was not
misled. PCI could have withdrawn its proposal and not spent its money on the due
diligence. To the City’s knowledge, PCI was not guaranteed the property or
anything else for that matter. It was given notice of the process and the items
which would be considered.

The City respectfully requests that PCI withdraw its claim. Please contact
me if I can provide further clarification regarding these matters.

Uhievrad

Nagney T, as

incerely,

cc: Mayor and Aldermen, separate éopy to each
" Mr. Charles Chisolm, MDEQ
Mr. J. L. Palmer, Jr., Regional Administrator, EPA
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FACsIMILE: (2 12) 937-2495

June 10, 2003

VIA FACSIMILE & U, 5. MAIL

Mr. Charles Chisolm
Executive Director
Mississippi Department of Environmental Q
P.O. Box 20305
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Re: . YVicksburg Chemical Company Property in Vicksburg, Mississippi (the “Site™)

Dear M. Chiisolm:
E .

In sécaking with Trey Hess, it is
Environmental Quality {(“MDEQ™) has enco

our understanding that Mississippi Department of
untered difficulties with respect to the Jacobs bid to

state’s focus has, to daie, been on traditional funding mechanisms, such as the sale of uncontaminated
portions of the Site. However, while it is apparent 1o us that MDEQ is continuing the process of
identifying potential Site purchasers, it does not appear that MDEQ has commenced the process of
actively identifying and pursuing responsible parties and/or their insurers for clean up costs. We
believe that the State of Mississippi’s legal claims against these parties represent a substantial asset

- that could be Jeveraged into a funding source for the remediation and redevelopment of the Site and

should be fulijy considered and evaluated prior to the transfer of the Site to any third party.

On behalf of the Fulecrum Law Group (“Fulcrum™), [ am pleased to submit a proposal to

provide assisténce to MDEQ in its efforts to o

btain additional funds, through cost recovery or other

legal actions, so as to aliow the continued investigation and remediation of the Site at the lowest

possible end cr{ust to the Department. Such assi

stance would include a thorough legal assessment and

analysis of cos| recovery prospects, including actions against potentially responsible parties and their

insurers. A preliminary review of historical Site ownership indicates two elements associated with the

Site that might significantly improve the chances of such recoveries, including: (1) several large,

viable corporate entities who, either directly or

through predecessor entities, caused or contributed to

contamination at the Site; and (2) a pattern of substantial releases that occurred prior to 1973, s0 as to
be potentially recoverable under certain favorable insurance policy provisions that predate the so-
called pollution exclusion provisions contained in today’s comprehensive general liability (“CGL™)

policies.

o In order to fully assess whether such legal actions are technically, economically and legally
- ossible, Fulcrum would utilize the services

of competent local counsel, experienced insurance

—
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. archeologists, as well as various technical and financial experis employed by the Amencan

Brownfields Assurance Company (“ABAC”). If, as expected, legal action in association with the Site
is deemed viable, MDEQ and other interested stakeholders could have a significant additional asset in
the form of such claims. That asset could then be utilized, along with others, for the continued
remediation and redevelopment of the Site. In fact, once such a determination has been mape and the
prospects for legal recovery are better quantified as set forth in this proposal, other sources of
remedial funding, ranging from property sales and leases to grants, can also be identified and an
overall funding model can be formulated.

Until the viability of potential legal action is assessed, quantified and incorporated into an
overall funding model, any remedial proposal received by MDEQ will necessarily be more costly than
an approach which accounts for these potential legal recoveries. Further, after a funding model
incorporating potential legal recoveries has been finalized, the principals of ABAC would be glad to
provide a separate proposal to MDEQ, pursuant to which all available funding sources; might be
combined with innovative remedial structures, including guaranteed fixed price remediation/contracts,
cost cap insurance, environmental remediation trusts, qualified settlement funds and |other tax
incentives. Use of these approaches would assure that MDEQ receives the most prompt, efficient and
complete Site remediation possible, while simultaneously minimizing total out-of-pocket c’osts tothe

Deparm;‘acnt. _ |

However, it is important to note that, whether or not MDEQ ultimately utilizes the services of
ABAC, the Jegal work set forth in the proposal would act to maximize MDEQ’s ability to eh"cctuate a

more definitive land use and remediation plan for the Site through a more accurate assessment of
potentially available resources.

Pmpcmj!!

i

To foster better client understanding, we make it a practice to describe and reducejto writing
the bases and agreement on which we provide and bill for services. In addition to serving as our
proposal, this letter is designed for that mutually beneficial purpose. The following proposed terms,
when accepted by you, will form the basis of our working relationship with regard to the in restigation
and preliminary assessment of cost-recovery strategies from one or more responsible parties and/or
their insiurance companies, as more particularly described in paragraph 7 below (the “Project”).

i 1. Professional Underiaking, 1 will have primary responsibilityl for your
representation, acting as a “Project Manager” for the Project, and will use other atiomeys and legal
assistants in the best exercise of my professional judgment. As described below, I will also manage
on your behalf technical and other professionals in completion of the Praject. Naturally, if at any time
you have any questions, you should contact me immediately.

2. Fees. In paragraph 7 below, I have outlined the anticipated scope of work and
estimated time frame for the Project. My hourly rate is $350, as is that of my partuers. However, we
are willing to extend our governmental discount rate to $290 per hour to MDEQ, as we often discount
our raies to our governmental clients. We anticipate working, on average, approximately fifty (50)
hours/month on this Project, and are willing to make this a “not to exceed” contract at $}[5,000 per

Page -2 - I
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month for an eight month period with respect to legal fees, payable in advance on or before lhe first of
cach month. To the extent that the Project requires materially more of our time than 50 hoy month,
we shall discuss the reasons for the variance and work with MDEQ to revise this fee ment in a
fair and reasonable manner to reflect such additional time. On occasion questions do arise on the
subject of fees, and should that occur I am of course ready to discuss this subject freely and fully.

3. Disbursements. It is often necessary for us to incur expenses for items such as
travel, lodging, meals, telephone calls and transcripts (all billed at our cost). Often matters require
additional ancillary services, such as photocopying ($0.25 per page), word processing, s}:cretarial,
computerized legal research and staff overtime. In order to allocate these expenses fairly, and keep
billing as low as possible for those matters which do not involve such expenditures, these items are
separately classified on our statements as “expenses.” Most of these expenses represent outyof-pocket
costs, while some may represent an allocation of overhead costs associated with the foregoing items or
a combination of both factors (e.g., copy costs reflect paper and toner costs, as well as mﬁtenance
costs aflocated to the copier). '

j 4, Billings. Our billing statements may provide a general descriptio‘p of work
performed and outstanding amounts owed. If specifically requested by you, we wﬁll furnish
appropriate supporting information. Payment is due upon your receipt of the billing statement.

| 5. Late Payments. Occasionally, a client has difficulty in making timely payment.
To avoid burdening those clients who pay their statements promptly with the higher fees reflecting the
added costs we incur as a result of clients who are delinquent, a charge is imposed for late payments.
The late charge is calculated at one percent (1%) per month, compounded monthly, applied to the
outstanding balance of all bills remaining unpaid after payment is due. In the unlikely event that legal
proceedings are required to collect fees and costs, we shall be entitled to reasonable attor}ney’s fees
and other costs of collection.

6. Termination. You bave the right to terminate the representation at any time.
We have the same right, subject to applicable provisions of the Code of Professional Responsibility.
If our representation is terminated, you agree to take all steps necessary to free me of any olf}ligation 10
perform further services, including the prompt execution of any documents necessary to complete our
termination of services and we will be entitled to be paid for the services rendered and disbursements
paid on your behalf to the date of termination and thereafter to the extent required to permit the
smooth transition of your matter(s) and files,

_ 7. Scope of Project. The Project will be comprised of a broad legal agsessment,
involving various legal, technical and financial analyses, which will:

(a)  identify factors likely to impact legal claims and recoveries iassociated
with the Site; =
(b)  include an assessment of available CGL and other insurance policies

issued to responsible parties, in an effort to determine whether they con in favorable
provisions that might form a legal basis for claims against insurers;

!

|

h
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(c)  provide a best estimate or range of potential costs associated with any
proposed litigation, as well as alternatives to minimize legal costs to MDEQ (such as
potential contingency and modified contingency fee arrangerents);

(d  include a preliminary analysis of the impact of potential recgveries and
other funding sources on the timing, scope and nature of proposed Site remediation
and redevelopment activities;

(¢)  provide recommendations and a conceptual strategy regarding actions
to be taken by MDEQ to maximize available funding for Site remedjation and
redevelopment, and

(f)  prepare and remit a Final Report, integrating and summarizing the
materials and information gained during the Project.

, 8. Duration. I estimate that the Project will take approximately six (Gj months to
complete, and that a draft Feasibility Study Report will be provided to MDEQ within sixty (60) days
of such completion. However, this estimate is somewhat dependent upon the ability of Fulcrum to
obtain actual or specimen policies, or other evidence of such policies, that may have been issued to
responsible parties.! Notwithstanding the estimates set forth herein, should circumstanc materially
change the scope of the Project, or should you request additional work outside this defined scope of
work, any additional fees and costs will be incurred at standard rates after consultation wiilth MDEQ.

9. Experts. For purposes of technical analysis and specifications, e{;}perienced
professionals will be retained by us, it being understood that the aggregate budget for the Project for
all technical experts is estimated to be sixty thousand dollars ($60,000) and shall not exceed such
amount without MDEQ’s prior approval, f

3

For your information, I am attaching resumes for both A. J. Birkbeck and myself, ' as the two
principal attorneys who would be working on this Project on MDEQ’s behalf. If thtg foregoing
constitutes our agreement, kindly sign a copy of this letter and retum it to me. Alternatively, please let
me know if you have any questions. !

Sincerely,
Daniel A. Alper

Attachinents

' 1t is important to note that, for purposes of this prefiminary assessment, it is not necessary to construct 3 complete
primary and excess insurance coverage history for all responsible parties and all years. Insurance recovery actions
often involve only a certain number of “favorable™ policies issued during key years involving significant feleases.
As such, Fulcrum and its agents should be able to reasonably determine whether an insurance recovery ion is
viable, based on a limited number of available policies.
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PROPOSAL ACCEPTED AND AGREED:
Mississippi Department of Environmentai Quality

By:

cc: Chuck D. Barlow, Esq., MDEQ
Jere "Trey" Hess, P.E., DEE, MDEQ
Al Birkbeck, Esq., Fulcrum Law Group
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2003 ROBINSON ROAD, GRAND RapiDs,|Mi 48506
PHONE (6 | 6) 458-0900 ¢ Fax (61 8) ;453—99! |

".BERT “A. J.” BIRKBECK

EMPLOYMENT |
MANAGING ATTORNEY : January 2001-PRESENT
Fulcrum Law Group Grand Rapids, ﬂlickigan

Founded a national law practice, with offices in Michigan, Illinois and Colorado, dedicmo the
innovative practice of environmental law. Presently handle a broad range of gov ental
regulatory work, environmental compliance work, and complex environmental litigation. |Currently
working with various federal, state and local governments on behalf of clients in the compliance and
cleanup process (especially with regard to groundwater contamination), often acting as an
instrumentality of various state and federal courts. Representations currently include both plaintiff
and defense work, mostly for quasi-governmental 468B Trusts, as well as to medium and large
businesses. These representations require extensive working knowledge of both state and federal
environmental statutes and regulations.

PRESIDENT AND VICE CHAIRMAN September 1999-i’RESENT
American Brownfields Assurance Company Chicago, Illinois

Founded the company, which markets and provides administrative support to a serie}s of staie
“Sentinel Trusts” which, in turn, provide for the verification of control mechanisms, When a land
developer or responsible party cleans up a Brownfield or other contaminated property t¢ less than
pristine or residential standards, governments usually require institutional controls (e.g., deed
restrictions) or engineered controls (e.g., asphalt covers or caps) for the “risk-based” clean up to
protect human bealth and to assure that the property is not used for residential purposes. Each state
Sentinel Trust provides periodic certification of institutional and engineered controls to state and
federal regulators on behalf of responsible parties, thereby assuring that those controls remain
protective of human health and the environment. Currently negotiating with states to implement

* individnal Sentinel Trusts within those states, as well as working with officials in those states toward
the implementation of certification rules and regulations. |

DIRECTOR AND GENERAL COUNSEL January 2002 - PRESENT
ERS Corporation Midland, Michigan

Acting as Director and General Counsel for a company which provides commercial entities with
software for purposes of satisfying state and federal reporting requirements associated with the
storage, handling, use and disposal of hazardous materials, substances and wastes. Advise the
company with respect to contracts, corporate matters, compliance issues, intellectual property and
other legal issues associated with company activities. Work closely with corporate officers with
regard to virtually every aspect of the corporation. Presently working with the company to expand its

. product lines to potentially include waste reduction and recycling analysis, as well apend-user
assistance in formulating mandatory risk assessment documents. Also act as a director oi the Board
of Directors to ERS Corporation, elected to three year term in early-2002. ;

|



ﬁnpetitor analysis. Also worked to quantify costs of compliance with various governmental

!

]

”NAGING PARTNER - CHICAGO OFFICE September 1997-December ZDOL
Fulcrum Environmental Law, L.L.P. Oak Park, Illinois

Co-founded a national law practice, focusing on environmental law, with offices in Iilinois,
Califomia and Montana. Representations included private, quasi-governmental and governmental
entities. Also represented clients involved in state and federal litigation, and in negotiations with
regulators and other compliance related work. These representations required an in-depth theoretical
and working knowledge of the federal statutes, including the Comprehensive Environments
Response, Compensation and Liability Act of 1980, as amended (CERCLA or “Superfund”), the
Solid Waste Disposal Act, as amended by the Resource Conservation and Recovery Act (RCRA), the
Water Pollution Control Act (CWA), the Oil Pollution Act of 1990, the Clean Air Act (CAA), the
National Environmental Policy Act of 1969 (NEPA), the Pollution Prevention Act of 1990, the Safe
Drinking Water Act (SWDA), as well as the state and [ocal equivalents of these laws, if any. ‘

MANAGING ATTORNEY - CHICAGO OFFICE November 1993-August 1997
Zevnik Horton Guibord & McGovern, PC Chicago, Im'nqis

Responsible for directing corrective actions, environmental cleanups, and working with federal, state
and local regulators to accomplish these goals in a cost-effective manner. Acted on an advisory basis
1o state and federal regulators regarding various issues, including “environmental equities” and the
drafting of regulations regarding naturally occusting radioactive materials. Also involvedin federal
and state environmental litigation on behalf of private and governmental entities. Directly involved
in a significant case regar ing the constitutionality of certain municipal environmental code

provisions, and also negotiated Consent Decrees with governmental entitics. Was responsible for
office functions, including human resource management and information systems. l

ATTORNEY - CHICAGO OFFICE September 1991-October 1993
Winston & Strawn Chicago, Illinois

Worked on all aspects of environmental litigation and regulation, including RCRA, CERCLA,
groundwater issues, radioactive waste, cost recovery actions, federal and state environmental
compliance actions, as well as complex environmental insurance coverage work. Was also
responsible for assisting clients with contractor selection and for drafting host agreements with state
and local governments. Also involved in a large number of corporate transactions. Acted as atiorney
liaison with information systems department. ' !

SENIOR FINANCIAL ANALYST - CHICAGO HEADQUARTERS ~ June 1985-August 1988
Amoco Corporation (presently BP) Chicago, Illinois

Responsible for reporting to top management and the board of directors on operations and other
issues arising in the Middle East and Africa. Subsequently responsible for industry analysis and

uirements. Responsible for the creation and maintenance of extensive financial computer models
utilized in various areas of operations.



l :

-

EDUCATION : i

Juris DOCTOR | 1988-1991
University of Chicago - Law School Chicago, Illinois

1991, J.D. Environmental Law Association. Focus on environmental and governmental ia_olicy, as
well as real estate law, tax law, and law & economics courses. ‘
| |

MASTERS OF BUSINESS ADMINISTRATION - FINANCE 19;83-1995

University of Michigan - Graduate School of Business Ann Arbor, L?Iichigan

1985, M.B.A. Graduated cum laude. National financial honorary fraternity. Conceﬂ'ltrated in
corporate finance & accounting, with a minor in operations management. Studied business law, real
estate finance & intemational finance. Sole student liaison member on dean’s commitfi

-

BACHELDR OF SCIENCE — GEOLOGICAL SCIENCE 1Q80-1983
University of Michigan Ann Arbor, Michigan

1983, B.S. Graduated cum laude. Concentrated in hydrogeology and sedimehtology, with éddiﬁonal
studies in mineralogy and geophysics.

BACHELOR OF ARTS - ECONOMICS | Q 1980-1983
University of Michigan ' Ann Arbor, Michigan

1983, B.A. Graduated cum laude. Studies included econometrics, economic modelinQ, antitrust
economics and international economics. ;

i
4

OCEANOGRAPHY | 1982
Boston University Woods Hole, Massachusetts

Studied physical oceanography at the Woods Hole Oceanographic Institution, as accreditéd through
Boston University. Also conducted extensive scientific research, regarding water characteristics and
fluid dynamics aboard Research Vessel Westward in the Caribbean Sea in the Spring of 1982.

GEOLOGY AND ECONOMICS 1978-1980
Albion College ' : Albion, Michigan

Elected to the freshman honorary academic fraternity for Arts and Sciences. Studieél biology,
geology and economics on an undergraduate basis for two years prior ‘to transferrilng to the
University of Michigan. ;

: i

CONTINUING LEGAL EDUCATION 1991-PRESENT

Continhing legal education has included National Institute of Trial Advocacy trammg in trial
advocacy and in depositions. Other training includes ethics training, as well as frequent attendance
at regulatory and statutory update seminars relating primarily to environmental law.




;&ANtzAﬁONs AND ACTIVIMES

. Ame}-ican Bar Association - Active Member (since 1989)
«  Land and Natural Resources Section - Active Member
o American Association of Petroleum Geologists - Associate Member (since 1979)

 Lllinois State Bar Association - Active Member (since 1991)

+  Appointed to the Environmental Section Council - as Council Member W
responsible for reviewing state and federal environmental legislation,
determining its potential impact, and recommending modifications or passage of
specific legisiation (1999-2001).

‘o Environmental Section - Active Member (since 1991)

» Chicago Bar Association - Active Member (since 1991)

« State Bar of Michigan - Active Member

. Grdnd Rapids Bar Association - Active Member

o Environmental Law Institute - Active Member (since 1995)

« Government Commissioner Positions

'+ Energy and Environment Commission - included consideration of poteﬁtial
ordinances and negotiation of contracts with waste companies (1998-2001).

o Barrie Park Cleanup Commission - OVersaw groundwater investigation and
cleanup activities at former MGP facility (2000-2001).

« Admitted - to practice law in the State of Tllinois

. Admitted - to practice law in the State of Micl;igan

. Admitted - to practice in the U. S. District Court for the Northern District of Illinois.
« Who's Who in America - both general and legal editions

. Uri:iversily of Chicago - student advisor (since 1993)

« Published Articles - including publication in the Chicago Lawyer and the Illinois State
Bar’s Journal of Environmentai Law. _



. REPRESENTATNE PROJECTS AND EXPERIENCE

"« Project Management - have provided direction to clients, both private and

governmental, with respect to numerous environmental cleanups. Such advice has
addressed virtually every aspect of the cleanup process, ranging from sel%:ction of
contractors to legal compliance. Have directed individual remediation projects in
excess of $30,000,000, realizing significant savings through the use of i novative
and practical approaches.

= Participated in the CERCLA/’Superfund® Legislative Process - identified

implications of proposed CERCLA legislation and sought to modify the proposed
law in the Legislative and Executive branches of the U. S. Government in fforts to
mitigate potential adverse impacts to clients. r

« Formulation of Regulations - participated in virtually every meeting of the United

State's Environmental Protection Agency's Science Advisory Board, regarding the
formulation of comprehensive standards for the regulation of Naturally Occurring
Radioactive Materials (NORM), on behalf of a major oil client. Subsequently,
drafted proposed regulations regarding NORM for government officials in the State
of Illinois. :

| o Legal Advice to Legislators - as an active member of the Illinois State Bar

Association, formulated and presented recommendations regarding legal and
economic impact of proposed statutes, regulations and guidance directly to
legislators. ;

o Advice to Government Officials on Sensitive Issues - worked with U. S. Dept. of

Justice and the U. S. Environmental Protection Agency to address the public's
concern that adverse environmental conditions are located primarily in
economically disadvantaged areas, i.e. “environmental equities.” Federal, state and
local officials required assistance in addressing this politically sensitive issue.

. « Host Community Agreements - have advised clients on reaching agreements with

governmental units with respect to environmentally controversial projects and have
participated in the negotiation of such agreements. |

" » Financial and Other Computer Modeling - have been extensively invol'#ed in the

drafting and oversight of computer modeling of various financial and technical
environmental scenarios. Such models have been both prospective and historical in
nature. .

|
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« Business Formation - have founded, co-founded or otherwise helped to esl:ablish a
~ number of businesses ranging from corporations and limited liability comq‘anies to
. partnerships and sole proprietorships. (

« Corporate Transactions - have advised clients with respect to various aspects of
- mergers, acquisitions and business development, including multi-million dollar
* transactions. While the advice provided has often related to environmen\{ issues,
~ have also provided advice regarding a broad range of other legal and business

. issues.

« Financial Decision-making - have acted in a financial capacity within several

. organizations, ranging from Fortune-100 companies to sole proprietorships.

Actions have included securing of financing, negotiation of contracts with vendors
" and key employees, and working with accountants and financial auditors. In
. addition, as noted above, have designed computerized financial . control

" mechanisms.

@-Information Systems - have been responsible for selecting and implementing

various information systems, including financial, document management, client
- billing, security and communications systems. Extensive working knowledge of
~ Windows and many Windows-based applications. '



DANIEL A. ALPER

200 EAST END AVENUE, #2-1
NEw YORK, NEW YORK 10128

TEL. (212) 810-2114

DANALPER@ FULCRUMLAW.COM OR DAALPER@AMERICANBROWNFIELDS.;COM

EXPERIENCE

Emerican Brownfield Assurance Company
(Environmental Assurance and Consulting Company) ‘ 1703 - PrTent

Chairman and Executive Vice President

e Initiating, structuring and closing consulting and principal transactions) with
corporations, states and federal governments concerning environmental
assurance and insurance programs, including the Sentinel Trust.™ nmr

Fulcrum Law Group
(Law Firm) 1/03 - Present

Managing Attorney — New York Office

. Practicing environmental, tax and corporate law in an of counsel capacity in
a national law practice, including structuring entities in conjunction with

' corporations and state and federal governments and identification of
applicable laws associated with environmental assurance and insurance.

MGP Environmental Pariners LLC, Stamford, CT
(Environmental Assurance and Insurance Consulting) 9/97 - 12/02

Founding Partney and Managing Director

. Created and developed The Guardian Trust™ program and conducted a
Pilot Study for the Commonwealth of Pennsylvania and the United States

_ Environmental Protection Agency

»  Retained by the Secretary of the Environmental Protection Agency for the

State of California to design and implement the Financial Assurance and

Insurance for Redevelopment program, a first of its kind state environmental

insurance program

Representation of chemical company with respect to reuse of contaminated

j Superfund site (including zoning and land use, master development and
insurance issues)

s+  Worked for private sector clients in devising integrated remediation and
redevelopment strategies for contaminated properties

Greenberg Traurig, LLP ‘
(Law Firm) 8/00-12/01

Of Co 1 :
e  Worked exclusively with clients involved in the redevelopment of

contaminated properties _
. Representation of national redeveloper of contaminated properties in all
' aspects of property acquisition, remediation, redevelopment and disposition
. Representation of Federal Lands Reuse Authority in the redevelopment of
' former closed Navy Base under BRAC program



Tradewell Inc., New York, NY

(Corporate Barter Company) 1/98 + 1/98

Chief Operating Officer

Managed profit & loss respongibilities for a team of thirty professionals
Initiasted and closed transactions with large corporations resulting in

Atwood Richards Inc., New York, NY

significant profit to the company

(Corporate Barter Company) 11/93 - 8/97

Vice-

Bssistant General Co 1(¢11/93 - 9/9

esident/Strategic uisitions Division (9/96 - 9/97
Generated and closed barter transactions with Fortune 500 companies
Managed acquisition program for environmentally tainted real estate

Supervised day-to-day operations of legal depariment - responsive to 28
offices and more than 200 employees worldwide
Structured and negotiated all domestic and international transactions and
contracts

Drafted and/or approved corporate agreements (joint ventures;
partnerships;  acquisitions; sales; leases; licenses; employment;
representative; consulting; assignment; confidentiality; and non-
circumvention)

O'Sullivan Graev & Karabell, New York, NY
(Law Firm) 12790 - 11/83

Associate

Represented venture capital funds, investment firms and corporations in
private equity, merger, acquisition, real estate and securities transactions
Structured, negotiated and drafted agreements and legal documents
Advised clients of transactional tax implications

Legal rescarch and analysis of corporate, commercial, bankruptcy and
federal and state taxation issues

EDUCATION

New York University School Of Law 1L.M., 1991
New York, NY

Focus on Taxation

The Emerican University Washington College Of Law ].DL, 1980
Washington, DC :

The American University B.Sf.. 1987

ADMITTED TO PRACTICE LAW

_ Washington, DC

Dean's List: Junior and Senior years

New York
Connecticut



fA ARCADIS

Infrastructure, buildings, environment, communications

Mr. Charles H. Chisolm

Executive Director

Mississippi Department of Environmental Quality
PO Box 20305

Jackson, MS 39181-0150

Subject:

Offer to Develop VCC Property, Vicksburg, Mississippi

Dear Mr. Chisolm:

This letter is intended to convey ARCADIS’ interest in assisting the State of
Mississippi Department of Environmental Quality (MDEQ) and the City of
Vicksburg in the cleanup and redevelopment of the subject site. We have included
information on our Redevelopment Program, some of its key components, as well as
the process our program follows. ARCADIS® Redevelopment Program is unique in
the indusiry, in large part, because it offers the following considerations:

1. A commitment 1o cleanup the contaminated portions of the property (the
former VCC plant) to levels that enable the best and fullest use as desired by
the City.

2. Determination of future land use developed jointly with the State of
Mississippi, the City of Vicksburg and other stakeholders.

3. A guarantee that the future land use will not adversely affect natural
resources or public health.

4, A future Jand use that will provide for employment of local citizens, will
bring visitors to the area, and increase the quality of life for area residents.

5. A viable redevelopment program with the necessary financial and technical
support needed to implement the redevelopment plan.

6. Positive public relations for the Governor’s office, the Mississippi
Department of Environmenta) Quality, and the City of Vicksburg.

Part of a bigger picture

ARCADHS GEM, Inc.
630 Plaza Drive
Suite 200
Highlands Ranch
Colarado 80129
Tel 720 334 3500
Fax 72 344 3535

www.arcadis-us.com

ENVIRONMENTAL

Date:

30 May 2003

Contact:
Eric Williams

Phone;

720.344.3838

Emait:

ewilliams{@arcadis-us.com

Our ref:

52PROSPE.CT00
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. ARCADIS

ARCADIS’ Redevelopment Program

ARCADIS’ Redevelopment Program is founded on a premise different than any
other in the industry: Our clients should have the opportunity to share in the end use
value of the development of their property. Our goal is to turn an underperforming
asset, or worse, a liability, into newfound value. We are not interested in purchasing
environmentally distressed property at discount prices to profit from the subsequent
sale and / or development of contaminated property at the expense of the original
owner. ARCADIS’ Redevelopment Program is in the business of helping our clients
profit from development of their properties.

We believe that owners of environmentally impacted properties should be able to
assess their options and to make use of the full redevelopment potential of the
property. Armed with this knowledge and cost certainty for the remediation and
redevelopment activities needed at the site enables improved asset management.
Properties that were once considered “upside down” (the environmental liability is
greater than the current value of the real estate), can now be considered assets
waiting to be developed.

In addition to the clear profit advantage, ARCADIS’ Redevelopment Program also
includes the following advantages:

I. An end use developed in conjunction with the property owner and other
stakeholders. ARCADIS has no stake in the selected end use, as opposed to
developers that would develop to their specific use.

2. A Guaranteed Remediation Program {(GRiP) that provides cost certainty for
the remediation / resolution of all environmental issues that may plague a
site. This guarantee is routinely indenmified by AAA rated financial /
insurance institutions and provides our clients with the most protective
manner to deal with environmental issues during a real estate transaction.

3. Financing programs that cover the cost of ¢cleanup and development under
one, comprehensive redevelopment deal. Our clients rarely have to finance

any portion of the cleanup and redevelopment.

4. The ability for our clients to choose whether they wish to participate in the
redevelopment process or simply participate in the future developed value of

G:\Denver Technical ProjectsWProposalsiCity of Vicksburg\Proposal to Develop VCC_053003.doc

Mr. Charles Chisolm
30 May 2003

Page:
2/5
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the property. Interested owners can stay in the redevelopment process all the
way through completion.

ARCADIS’ Redevelopment Process
ARCADIS’ redevelopment process includes the following five primary phases:
1st Phase: Discovery

The objective of the Discavery Phase is to determine if a site is appropriate for
ARCADIS’ Redevelopment Program and if our program fits the needs of the
property owner. During this phase, ARCADIS engages the property owner in initial
discussions concerning their objectives and the redevelopment of the property.
ARCADIS typically performs a cursory review of site information, including
environmental data. At the completion of the Discovery Phase, ARCADIS issues a
proposal letter to start through the redevelopment process.

2nd Phase: Feasibility Analysis-

The objective of the Feasibility Analysis is to confirm that the redevelopment of the
property is likely to produce the value needed to make further pursuit of the
redevelopment both practically and financially attractive. During this phase, six
tasks are completed:

1. Best and highest use analysis

2. Conceptual land plan

3.  Environmental data review / grip appraisal
4, Pro forma financial assessment
5. Initial partnership discussions that will ultimately lead to the

formation of a special purpose entity

6. . Initial financing discussions that will ultimately lead to a financing
plan for the project

G:ADenver Technical ProfectsiProposalsiCity of Vicksburg'Proposal to Develop WCC_053003.doc

Mr. Charles Chisolm
30 May 2003

Page:
3/5



Mr. Charles Chisolm
. ARCADIS 30 May 2003

3rd Phase: Deat Farmation

During this phase a special purpose entity is formed, Jand is transferred into the
entity, and financing commitments are finalized. Financial structuring is the
cornerstone of ARCADIS’ Redevelopment Program. Our finance program typically
includes a combination of Federal grants and private financing vehicles specifically
designed for financing redevelopment of environmentally impaired sites.

4th Phase: Cleanup and Development

Environmental issues at the site are remediated and the site is developed during this
phase. )

5th Phase: Closeout

After project completion, the special purpose entity is dissolved and the property is
transferred to the final owning entity.

ARCADIS’ Interest

ARCADIS would like to pursue the joint development of the property with the City
of Vicksburg generally following the process defined herein. The next step is to
implement the Feasibility Analysis (Phase 2 defined above). The Feasibility
Analysis will take approximately 45 to 60 days and will result in a specific
development plan and offer to the State of Mississippi and the City of Vicksburg.

ARCADIS’ Redevelopment Program offers the State of Mississippi and the City of
Vicksburg significant advantages over the other offers on the property of which we
are aware. In return for these advantages, we ask that the State and / or City of
Vicksburg fund the Feasibility Analysis Phase (approximately $45,000) and agree
not to execute another agreement concerning the subject property until after the
completion of the Feasibility Analysis and the specific redevelopment pian and offer
that will immediately follow.

Page:
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| Mr. Charles Chisolm
* . ARCADIS 30 May 2003

We are confident that our program will meet the needs of the State of Mississippi, the
City of Vicksburg, and other important stakeholders, and we sincerely appreciate the
consideration afforded us by the State of Mississippi and the City Vicksburg. Please
do not hesitate to call Eric Williams at 720.344.3838 with any questions that you
may have or {0 set up an appointment to discuss this opportunity in person.

Sincerely,

ARCADIS G&M, Inc.

TAN S

Eric G. Williams
National Redevelopment Program Manager

Erhardt Werth
Executive Vice President

Copigs:

Mr. Laurence Leyens, Mayor City of Vicksburg

Ms Gertrude Young, Alderwoman City of Vicksburg
Mr. Sidney Beauman, Alderman City of Vicksburg
Ms Nancy Thomas, City of Vicksburg

Mr. Trey Hess, MDEQ

Project File
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Bowmar Baptist Church
Jim Ditto

1946 Lincolnshire Blvd.
Ridgeland, MS 39157

May 01, 2003

Vicksburg Chemical Company
Yehuda

1946 Lincolnshire Blvd.
Ridgeland, MS 39157

Dear Seller:

The purpose of this letter is to set forth some of the basic terms and conditions of the proposed
purchase by the undersigned (the "Buyer") of certain real estate owned by you (the "Seller"). The
terms set forth in this Letter will not become binding until a more detailed "Purchas¢ Agreement"
is negotiated and signed by the parties, as contemplated below by the section of this Letter
entitled "Non-Binding."

1. DESCRIPTION OF PROPERTY. The property proposed to be sold is located at 4280
Rifle Range Road, Vicksburg, MS and is legally described in the attached Exhibit "A".

The Real Estate is subject to public highways, covenants, restrictions and zoning, if any.
Restrictions: Cannot be developed.

2, PRICE. The proposed purchase price is $27,000.00, of which $27,000.00 would be
deposited with Seller, or Sellers agent, upon acceptance of a binding Purchase Agreement. Buyer
would pay the balance to Seller at closing.

3. POSSESSION. Possession would be given on June 01, 2003, or sconer by mutual
agreement. Settlement would be made at the closing, immediately prior to possession.

4. INSPECTION. After the final acceptance of a binding Purchase Agreement, Buyer may have
the Real Estate inspected by a person of Buyer's choice to determine if there are any structural,
mechanical, plumbing or electrical deficiencies, structural pest damage or infestation, any unsafe
conditions or other damage, including the presence of radon gas, any lead-based paint hazards,
and inspections for other conditions that are customary to the locality and/or that are required by
law.

5. STANDARD PROVISIONS. The Purchase Agreement will include the standard provisions

Initials:



. that are customary to the locality and/or that are required by law.

6. NON-BINDING. This Letter of Intent does not, and is not intended to, contractually bind the
parties, and is only an expression of the basic conditions to be incorporated into a binding
Purchasing Agreement. This Letter does not require either party to negotiate in good faith or to
proceed to the completion of a binding Purchase Agreement. The parties shall not be
contractually bound unless and until they enter into a formal, written Purchase Agreement, which
must be in form and content satisfactory to each party and to each party's legal counsel, in their
sole discretion. Neither party may rely on this Letter as creating any legal obligation of any kind.

If you would like to discuss a sale of the Real Estate with the undersigned on these general terms,

please sign and return a copy of this Letter of Intent to the undersigned at your earliest
convenience.

Sincerely,

BUYER:
Bowmar Baptist Church

BY: Jim Ditto

The above Letter reflects our mutual understanding and sets forth the basis for proceeding to
negotiate a Purchase Agreement as outlined above.

SELLER:
Vicksburg Chemical Company

DATE:

BY: Yehuda

Initials:



Final Checklist for Letter of Intent to Purchase Real Estate
Company: Vicksburg Chemical Company
May 01, 2003

Make It Legal

The Intent to Purchase Real Estate should be signed by the buyer and submitted to the
seller for the seller's consideration and signature. The Letter should be signed by all
buyers and by all sellers. It is not necessary that the document be witnessed or notarized.

Conies
Give a signed copy of the letter to:
___ Bowmar Baptist Church
_____ Vicksburg Chemical Company
When to Consult a Lawvyer
*  For assistance in preparing a Purchase Agreement, it is advisable to consult with a lawyer.
Attachments
___Acopyofthe 'Iegal description should be attached as an exhibit.
Other Information |
*  After all parties have signed the Letter of Intent, it is expected that they will continue
negotiations to finalize the details of the proposed sale. Such final details should be included

in a new document, a Purchase Agreement, which will be a binding contract, obligating the
seller to sell and the buyer to buy, although it may be made subject to certain contingencies.

Reasons to Update

*  The buyer or seller wish to revise certain terms in the letter before or after signing an existing
version.

Initials:



Instructions for U.S. Department of Housing OMB Approval No. 2502-0306 (exp. 6/30/2004)

and Urban Development
Sales C‘ont!"act Office of Housing
Property Disposition Program Federal Housing Commissioner
blic reporting burden for this collection of information is estimated 1o Privacy Act Notice — The United States Department of Housing and Urban

rage 30 minutes per response, including the time for reviewing Instructions, Development, Faderal Housing Administration, is authorized to solicit the
searching oxisting data sources, gathering and maintaining the dala needed, information requested on this form by virtue of Tite 12, United States Code,
and completing and raviewing the collection of information. This Information is Seclion 1701 el seq. The Housing and Community Deavelopment Act of 1987,
required to oblain benefits. HUD may not collact this information, and you are U.8.C, 3543 authorized HUD to collect Employer 1D and/or Social Security
net required to complete this form, unless it displays a cuently valid OMB Numbers. These numbers ars used 1o provide information to the IRS regarding
contrel number, payment of commissions or other fees. HJD may also disclose this information

e Federai, State, and local agencles when relsvant to civil, criminal, or

This information Is required in order to administer the Property Disposition Sales  regulatory Investigations and prosecutions. It will not ba otherwlse disclosed or
Program (24 CFR Part 281). The collection of informatlon is required in ordar to released outside of HUD, axcept as required and pemmitted by law. Failure to
provide a binding contract between the property purchaser and HUD. A real providg the Employar ID Number or Soclal Security Number could affact your
estate broker or one of its agents complates this form. If this information were participation in HUD's Property Disposition Program.
not collected, HUD would not be able to administer the Property Disposition
Sales Program propary to avold waste, mismanagement, and abuse. Whils no
assurances of confidentiality are pledged to respondents, HUD generally
discloses this data only In response te a Freedom of Information request.

This Sales Contract, identified as form HUD-9548, must be prepared and transmitted in accordance with the following
instructions. The form provides an original for fiscal and legal review, signed copy for the Purchaser, and unsigned
information copies for the Purchaser, the selling Broker, and HUD's designated representative..

Remove this Instruction Sheet and type the HUD Case Number in the box in the upper right.

Item 1: Type Purchaser(s) name and complete property address.

Item 2: Enter name(s) and style in which title wiil be taken.

Item 3: Enter Bid Amount and amount of earnest money Purchaser has deposited.

Enter holder of earnest money deposit in accordance with Seller's instructions.

Item 4: Enter when appropriate, strictly in compliance with Seller’s offering. If Seller has offered the property with insured financing
available, and Purchaser is buying under such means, check the first block and the applicable type of insured financing, and
complete the down payment and mortgage information. If the insured mortgage involves a repair escrow {and has been so
offered by Seller), also check the appropriate block and insert the amount of the repair escrow,

Note; The amounts shown for “cash due at closing™ and “balance by morigage” do not include the FHA Mortgage
Insurance Premium, prepaid expenses or closing costs Seller has agreed to fund into the mortgage.
Note: If Purchaser is paying cash or applying for conventional or other financing not involving FHA, check appropriate block,

Item 5: Enter amount of financing/closing costs Seller is expected to pay.

Note: If the amount siated in Item 5 exceeds actnal and typical allowable financing and/or closing costs, such excess shall
not be paid by Seller and may not be used by Purchaser to reduce amount(s) owing to Seller.

Ttem 6: Enter dollar amount Seller is expected to pay, including any selling bonus if offered by Seller. The commission will be
paid by Seiler upon compietion of closing.

Item 7: Enter net amount due Seller (purchase price [Ttem 3], less Items 5 and 6). Contract will be awarded on the basis of the greatest
acceptable net return to Seller.

Item 8: Enter appropriate occypancy information. If left blank, Purchaser will be considered as an investor. If purchaser qualifies for
discount, enter percent. Discount will be reduced by amounts, if any, on Line Items 5 and 6. (Do not enter discounted price
onh contract.)

Item 9: Enter in accordance with HUD's instructions.

Ttem 10: Enter appropriate back-up offer information.

Item 11: Enter if an addendum is to be atached to and made a part of this contract.

Note: Addendum not previously approved by Seller may not be made a part of this Contract. Approved addendum must be
signed by, and in the same style as, those signing as Purchaser(s).

Item 12: Purchaser(s) must initial in appropriate space

Other y it

Signatures: 'Sm]gn riginal, leaving ¢ on inserts intact, ma l‘ézdp'i'e'é.
‘ransmittal:Forward the Original with Copies 1 and 2 to HUD's designated representative. Copies 3 and 4 are to be retained by Broker

and Purchaser as information copies. Upon acceptance, HUD's designated representative will return the signed Copy 1 to
Broker for delivery to Purchaser(s). HUD's designated representative will retain Copy 2.

Previous editions are obsolete ref. Handbook 4310.5 form HUD-9548 (1/09)



Sales Contract U.§. Department of Housing and Urban Develapmen?
. . Office of Housing
Property Disposition Program Federal Housing Commissioner

HUD Case Wo.

1{(We)
. {Purchaser(s)) agree to purchase on the terms set forth herein, the following property, as more particularly
. described in the deed conveying the property to the Secretary of Housing and Urban Development:

(streat aumbar, straet name, unll nwmber, if applicable, city, county, State)

2. The Secretary of Honsing and Urban Deveiopment (Seller) agrees to sell the property at the price and terms set forth herein, and to prepare 2 deed
containing a covenant which warrants aghinst the acts of the Seller and all claiming by, through or under him. Title will be taken in the following

name(s) and style: .
3. Theagreed purchase price of the property is ...... . - > 3.8
Purchaserhas paid $ ascarnest money tobe applied on thc purchase price, and agrees

to pay the balance of the purchase price, plus or minus prorations, at the time of ¢closing, in cash to Seller. The
earncst money deposit shall be held by
4. D Purchaser is applying for FHA insured financing | ,:] 203(b), D 203(b) repair escrow, |:]2()3(k)] w1th acash
down payment of $ doe at closing and the balance secured by a mortgage in the amount of
$ ___for months (does not include FHA Mortgage Insurance Premiumn,
prepaid expenses or closing costs Seiler has agreed to fund into mortgage.).
Said mortgage involves arepair escrow amountingto §
[j urchaser is paying cash orapplying for conventional or other financing not involving FHA
5. Seller will pay reasonable and customary costs, but not more than acival costs, not more than paid by a typical Seller

inthearea, of obtaining financing and/or closing (excluding broker's commission) inan amountnottoexceed s > 5. §
6a. Upon sales closing, Seiler agrees to pay to the broker identified below a commission (including

selling bonus, if offered by seller) of > 6a.%
6b. If broker identified below is not the broad l;stmg broker, broad llstmg broker will receive a comnusslnn of:...» 6b.%
7. The netamount due Seiler is (Purchase price {item 3] less Items 5 and 6} .., b
8. Purchaser is: D owner-gecupant (will occapy this properiy as primary resldence) D investor
D nonprofit organization D public honsing agency D other government agency., Discountatclosing: _ %
Discouns will reduced by amounts, if any, listed on Line Items § and 6.
9. Time is of the essence as to closing. The sale shall close not later than days from Seller’s acceptance of contract. Closing shall

be held at the office of Seller’s designated closing agent or
10, If Selier does not accept this offer, Seller D may [_] may not holdsuch offer as aback “up toaccepted offer.
1. Lead ased i

Purchaser(s): (type or print hames & sign)  Pumhaser(s) Address:

Purchaser{s) Soclal Security Numbar (S5N} or Emplayer Identification Number (EIN) (include hyphens) Phene No: Dats Purchaser(s)Signed Contract:
Seller: Secretary of Housing and Urban Development  By: (type nama & title, & sign) Dats Contract Accapled by HUD:
X

Certification of Broker: The undersigned certifics that: (1) neither he/she nor anyone authorized to act for him/her has declined to sell the property
described herein to or to make it available for inspection or consideration by a prospective purchaser because of his/her race, color, religion, sex, familial
status, national origin, or disability; (2) he/she has both provided and explained to the purchaser the notice regarding use of Seller’s closing agent; (3)
he/she has explained fully to the purchaser the entire terms of the contract, including Condition B on the reverse hereof; and (4) he/she is in compliance
with Scler's eartiest money policy as set forth on HUD forms SAMS-1111, Payee Name and Address, and SAMS-1111-A, Selling Broker Certification,
which he/she has executed and filed with Seller.

Broker's Business Name & Address: (for IRS reporting) {include Zip Coda) | Broker's EIN or SSN: (include hyphens) SAMS NAID:
Bignature of Broker: Brokar's Phone No:
X

Type or print the name and phone number of sales person:

is sectlon for I-I'U-D use onw_._'ér_ckar notified of: Authorizing Signature & Date:
Acceptance [ [Back-UpNe.
Rsjection | |Retum Eamest Money Deposit | X
Frevious editions are obsolete ref. Handbook 4310.5 form HUD-9548 (1/99)




Conditions of Sale

A,

C.

D.

E.

All agsessments, including improvement assessments which are
available for payment without interest or penalty for advance pay-
ment, taxes, rent, and ground rent, if any, shall be prorated as of the
closing date.

-\ Se

If financing is involved in this transaction (Item 4), Purchaser agrees
that should he/shefit fail to provide documentation indicating that
proper loan application was made in good faith within 10 calendar
days of the date this contract was accepted by Seller, and/or
thereafter otherwise to put forth good faith efforts to obtain necessary
financing, Seller shal? have the option of rescinding this contract and
retaining all or a portion of Purchaser's earnest money deposit.

Seller may rescind this contract and return all or a pertion of

Purchaser's earnest money deposit under the following conditions:

1. Seller has not acquired the property.

2. Seller i unable or unwilling to remove valid objections to the title
prior to cloging,

3. Seller determines that purchaser is not an acceptable borrower,

Tender of the deposit shall release the Seller from any and all claims

arising from this transaction.

Purchaser may not perform repairs nor take possession of the prop-
erty until sale is closed. Risk of loss or damage is assumed by Seller
until sale is closed, unless Purchaser takes possession of the property
prior thereto, in which case State law shall apply. (1) If sale involves
FHA insured financing and after damage the property no longer
meets the intent of Minimum Property Standards (MPS), Seller may,
at its option, perform repairs or cancel the contract and return
Purchaser’s full earnest money deposit. If, after damage, the prop-
erty still meets the intent of MPS, Purchaser has the option of
accepting the property as-is, with a purchase price adjustment at
Seller’s sole discretion, or cancelling the contract and receiving
refund of full earnest money deposit.  (2) If sale does not involve
FHA insured financing, Seller will not repair damage but may, at
Seller’s sole discretion, reduce the sale price. Purchaser has option
to cancel the contract and receive refund of full earnest money
deposit. Tender of the earnest money shall release Seller from any
claims arising from this transaction.

F. If this property is being offered with FHA insured mortgage financ-

ing available, Seller's acceptance of this contract constitutes a
commitment 1o insure, conditioned upon Purchaser being determined
by Seller or Direct Endorsement Underwriter to be an acceptable
borrower and further conditioned upon Seller's authority to insure the

shall be admitted to any share or part of this contract or to any benefit
that may arise therefrom, but this provigion shall not be construed to
extend to this contract if made with a corporation for its general
benefit,

. Purchaser and Seller agree that this contract shall be binding upon

their respective heirs, executors, administrators, successors or as-
signs but is assignable only by written consent of the Seller.

. If this property was constructed prior to 1978, Seller has inspected for

defective paint surfaces (defined as cracking, scaling, chipping,
peeling or loose paint on all interior and exterior surfaces). Seller’s
inspection found no defective paint surfaces, or if defective paint
surfaces were found, Seller has treated or will treat such defective

based paint hazards and has signed, on or before the date of this
contract, the Lead-Based Paint Addendum to Sales Contact - Prop-
erty Built Before 1978, Purchaser understands thar the Lead-Based
Paint Addendum must be signed by all Purchasers and forwarded to

Seller with this contract. Contracts which are not in conformance
with these requirements will not be accepted by Seller.

. The effective date of this contract is the date it is accepted (signed)

by the Seller.

. If the amount stated in Item 5 exceeds actual and typical financing

and/or closing costs, such excess shall not be paid by Seller and may
not be used by Purchaser to reduce amount(s) due Seller.

M.Seller’s policies and requirements with regard to earnest money

(incinding forfeiture thereof), extensions of time in which to close
the sale, back-up offers, and ailowable financing and/or closing costs
are detailed in instructions issued to selling brokers.

. Seller makes no representations or guarantees that the property will,
in the fiture, be eligible for FHA insured mortgage financing,
regardless of its condition or the repairs which may be made.

. This contract contains the final and entire agreement between Pur-

chaser and Seller and they shall not be bound by any terms, condi-
tions, statements, or representations, oral or written, not contained in
this ¢ontract.

Previous editions are obsoclete

ref. Handbook 4310.5 . form HUD-9548 (1/99)



THE NATIONAL CENTER FOR SUSTAINABLE DEVELOPMENT

Mitchell F. Stanley
President & Trustee

Memorandum for Charles Chisolm .
Executive Director — Mississippi DEQ

From: Mitchell F. Stanley, W

Subject: Vicksburg Chemical Plant

Date: April 17, 2003

I am writing on behalf of a group composed of the Brownfields Stewardship Fund (BSF) and
Marstel Day (formerly BAHR Environmental LLC) with reference to the contaminated site of the
former Vicksburg Chemical Plant in Vicksburg, Mississippi. The Brownfields Stewardship Fund
is a highly specialized operating nonprofit whose mission is to manage the transfer and
restoration of contaminated real property and is a supporting organization of the National Center
for Sustainable Development. BSF accomplishes this through acquiring title from current
owners, whether municipalities or private corporations, then executing a plan to remediate the site
to an acceptable state-approved health and human safety standard pursuant to a remedy
appropriate for the planned reuse, and acceptable to the donor. This approach is faster, better and
cheaper than the responsible party or regulatory body attempting to accomplish the same goal
inside a corporate or governmental environment.

Marstel Day is a well established management consulting firm highly skilled in environmental
transfer issues with the Department of Defense and other federal agencies. Marstel Day
facilitates DOD goals to move obsolete and contaminated real property (former military
manufacturing installations) off the books and into a structure that will assure proper and
effective cleanup, through a more nimble and cost effective decision making process.

Background

Currently, we understand, your office and the Department of Environmental Quality are
examining options to resolve the contaminated property (approximately 40 acres) that comprises
the industrial operations portion of the former Vicksburg Chemical plant. We understand that
approximately 500 valuable “clean” acres lie contiguous. The best outcome for bath will require
an appropriate remedy for the former chemical plant to achieve the highest and best value to the
State of the adjacent “clean™ property.

We further believe that balancing the many interests associated with the overall site could be
beneficial in dollars and time to the state and could best be handled by an intermediary acting at
the direction of the State, City of Vicksburg and local stakeholders, particularly adjoining
property holders.

The Brownfields Stewardship Fund is organized to manage the situation with the chemical plant.
The Brownfields Stewardship Fund is a 501 ¢ 3 nonprofit corporation that creates solutions and
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serves as an intermediary in solving the complex problems created by former industrial activity
which now must be addressed at a time there is little or no recourse to the “responsible party” and
few budgeted resources at the state or local level to finance the problems.

Vicksburg Chemical is a good example. The State already has spent money to contain the
immediate public health and safety threat. Heavy industrial activity is really not the best and
highest use of this site today (given the expressed interest of the Jacobs Entertainment Group to
create a tourist destination on the 500 acres); however, the jobs and industry could be important
to the City of Vicksburg from an economic development standpoint.

Also, the neighbors probably have specific ideas of how they see the site being reused or not
reused. Therefore, arbitrating the divergent needs of: 1} the local economic development
authority, 2) Mississippi DEQ) to remediate the site with few resources, and 3) stakeholder
preferences for the neighborhoed, while creating a solution that will generate the most income to
the State through taxes and increased employment, is going to be a real challenge.

We believe the sclution to the majority of problems is creating a master redevelopment plan that
envisions the remedy to the human health and safety issues as the cornerstone for creating a
secure platform from which other “best and highest uses” can be supported. Developing a plan
with an agreed outcome that all can review and that will satisfy most of their concerns is what is
needed at Vicksburg Chemical. No logical prospective developer of the 500 acres will want new
heavy industrial activity next door.

Importantly, the redevelopment plan could envision moving the physical plant to another location
to restore as much as possible the economic benefits of manufacturing while establishing a
permanent remedy to the human health and safety issues at the former site. Additionally, the
redevelopment plan for the 40 acre industrial site should include amenities which could serve as
inducements for economic growth or desirable municipal improvements and quality of life issues.

Qur approach envisions working closely with Mississippi DEQ, Warren County, and the City of
Vicksburg to make Vicksburg Chemical a test case for a broader program that would be
applicable to other sites around the State with similar issues. The long-term positive solution that
accepts the input of all stakeholders but fashions a plan that is supportive of economic
development, jobs, protection of human health and safety, and environmental stewardship is a
process.

The process has to be managed. The outcomes must to be sustainable and serve as a positive
reflection on the Mississippi DEQ. The State has a vested interest to create value for taxpayers
after the project is redeveloped.’

Thank you for the opportunity to make you aware of our interest and our approach and we look
forward to having an opportunity to discuss the matter further with you at your convenience.
Further information on the principals and mission of the group is available at your request or from
our website at www.ncsd-bsf.org.



595 PGz MAR @7 ‘@3 11:22

STATE OF MISSISSIPPL
DAVID RONALD MUSGROVE, GOVERNOR

Mississiept DEPARTMENT OF ENVIRONMENTAL QUALITY

MEMORANDUM

To:  Vicksburg Chemical Company Prospective Purchasers

From: Charles Chisolm 1C
Executive Dimctorﬁ#

Date:  March 7, 2003

Re:  Response To Purchase Proposals

MDEQ was pleased to receive six proposals in response to our January 2003 Request For
Proposals concerning the purchase of Vicksburg Chemical Company’s Vicksburg, Mississippi
property. This property remaing in the ownership of Vicksburg Chemtical, but the United States
Bankruptcy Court for the Southern District of New York, as part of allowing Vickshurg
Chemical to “abandon the site in bankruptcy, ordered that Vicksburg Chernical will sell the
property to a purchaser, and upon such terms, as directed by MDEQ. The proceeds from the sale
of the property then will be used for the remediation of the Vicksburg Chemical site.

The site is contaminated from decades of use as & pesticide, herbicide, and fertilizer
production facility. Much of this use occurred prior to the advent of today’s federal and state
environmental laws. Both soil and groundwater contarnination exist. Current information
available to EPA and MDEQ does not indicate that any contamination has moved off of the
Vicksburg Chamical property, but further study is underway, The manufacturing facilities at the
site range in condition from seviously and dangerously dilapidated to relatively new and mmused.

The real property owned by Vicksburg Chemical consists of the North and South Plant
sites, totaling approximately forty acres, and other property that was not invelved in the chemical
production processes, totaling approximately 500 acres. A portion of this 500 acres fronts the
Mississippi River south of Intexstate 20,

Of the six proposals received, two companies (Pacific Chlorine, In¢c. and Harvros
Chemicals, Inc.) generally propose purchasing the entire 540 £ aeres for 8 nominal amount,
conducting chemical production operations at the facility, and accepting liability for either a
predetermined amount (Pacific Chlorine) or all (Harcros) of the necessary remediation.

POST OFFCE BOX 20305 » JACKSON, MISSISSIPET 392001305 « TEL: {601) 9615000 » FAX: (601) 9615794 + wwwdsn.state.mn.qs
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AN EQUAL OFFORTUNITY EMPLOYER

Jacobs Entertainment, Inc. proposes purchasing the 500 £ non-industrial acres fora
substantial sum in order to construct a casino operation on the river front property and to
construct two golf courses on the rémaining property. Jacobs would have no involvement in or
liability for remediation of the contaminated acreage other than the purchase price of the 500 &
acres. Jacobs would begin the purchase process by paying MDEX) an amount in camest to be
held during a due diligence period.

Ryan Ma, PbD., proposed the purchase of a portion of the production facility that
includes equipment used to process slow-release fertilizer. American Brownfickds Assurance
proposed the creation of a trust to take title to the property and to perform other remediation and
cost-recovery services for MDEQ. Bowmar Baptist Church proposed the purchase of
approximately eighteen acres as a buffer zone for church property.

MDEQ has reviewed these proposals with an eye toward four main broad criteria, as
follows:

Cleanup Commitment: To what extent, and how, does the party suggest that it will fund, direct,
or 2id with the remediation of the facility? What agreements with or legal actions by MDEQ or
EPA would be required? -

vironmental Impact of Use: What emissions or discharges of pollutants would
be expected from proposed operations or construction? What impact to natural resources and
public health can be expected?

nvirenmental fm ommunity ang State: Howwonldtheproposallmpactthe
qualltyofhﬂe in the oommumty” What revenues or employment opportunities likely would be
produced?

Feasibili ject: Does the proponent likely have the financial and technical capability to
conduct the project as proposed, and what is the general likelihood of success of any remediation

proposal and of any business proposal?

No decision on the relative weight of these criterion is reflected by the list, and the
criterion are not listed in eny order reflecting relative importance. The criteria primarily reflect 2
mininum list of questions and concerns that MDEQ considered while mlnatmg the proposals
and the options availzble to the State.

MDEQ has determined to move forward with the Jacobs Entertainment proposal (subject
to further negotiation with that entity). As a practical matter this meaas that over the next several
weeks MDEQ will contract with Jacobs Entertainment to begin the due diligence period required
by Jacobs Entertainment prior 10 executing a tramsfer of the 500 + nop-industrial acres from




Vicksburg Chemical to Jacobs Entertainment. It is likely that the concerns of Bowmar Baptlst
Church also can be met in combmannn with this proposal.

Currently MDEQ plans that if the property transfer to Jacobs Emertainment is completed,
MDEQ will move forward (either through an new Request For Proposals or otherwise) with (i)
finding a buyer for the industrial site and/or plant equipment whose use of the 40 = industrial
acres and equipment will be compatible with the recreational use of the non-industrial acres
purchased by Jacobs Entertainment and (i) in cooperation with EPA and the new real property
owner (if any), remediating the site. The remediation process itself will be molded to a great
extent by the eventual use that is determined for the industrial acres. MDEX) also intends to
maintain flexibility with its proposed actions concerning the industrial acreage since decigions
regarding that property will continue to hinge on many variables.

MDEQ appreclates your interest in this matter and your patience as the agency has
worked through this very unusual sitvation.
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Conference Call - February 26, 2003

Trust for Vicksburg Site

Introductions

Discussion of Vicksburg Site
a. Overview and Regulatory Status

b. Re-use Possibilities and Probabilities
c. Legal Questions

ll
ii.
ifi.
iv.
V.
vi.

Bankruptcy transfer authority?

Contribution and Indemnity Claims Assignment?
Regulatory Notices/Claims Due Diligence
Corrective Measures Study

Remaining claims vs. estate

Consent Decree Work Plans

Discussion of Trust Structure
a. Trust Elements and Roles
b. Scope of Trust Activities

i
ii.
iii.
iv.
V.
vi.
vii.

Liability Neutral Entity to Take Title

Claims Resolution for Remediation Funding

Develop Integrated Remediation and Redevelopment Plan
Interim Landlord

Obtain Regulatory Closure

Transfer Remediated Property

Maintain Environmental Controls

.  Not For Profit Status

. Advantages and Disadvantages

¢
d. Qualified Settlement Fund (IRC Section 468(b))
e
f.

Use of Master Lease Agreements

Critical Pathway

Mo RN TR

Go/No Go Decision

Research Mississippi Law — Scope and Nature of Trust

Draft and Execute Formation Documents and Provider Agreements
Negotiate Transfer Agreements with Bankruptcy Estate/Trustee

Close on Transfer

Implementation Activities
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Trey Hess To: "Daniel Alper" <danalper@earthlink.net>@INETDEQ

02126/2003 10:38 AM Subject: Re: Hit List}s

Can we reschedule for TOMORROW at 4 PM Central? Lieutenant Governor has cailed 3 of the
evaluation team in for a meeting at 2:30 today. -

Jere "Trey" Hess, P.E., DEE

MS Brownfields Program Coordinator
MS Dept. of Environmental Quality
P.O. Box 10385

Jackson, MS 39289-0385

(801) 961-5654

(601) 961-5300 (FAX)

http:/Avww. brownfields.ms

"Daniel Alper" <danalper@earthlink.net>

"Daniel Alper" To: "Jere \'Trey\" Hess" <Trey_Hess@deq.state.ms.us>
<danalper@earthlink.n ce.

et> Subject: Hit List

02/26/2003 08:55 AM

Conference Call 2_26_03.do
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PROPOSAL

For
Purchase of the Coating Facility of
Vicksburg Chemical Company

Ryan Ma

. 300 Feather Glen Drive
~ Ridgeland, MS 39157
- Phone 601-856-2710
Fax 601-856-1591

February 13, 2003




1, Ryan Ma, intend to purchase the fertilizer coating facility of Vicksburg -
Chemical Company. The Facility includes coating drum, granulation drum, storage
tanks, and related pipes. We will move it to a proper place in the Mississippl. We will
use this facility to make controlied release fertilizers (CRF). 1 am a Ph. D. chemist and
an inventor of holding 3 US patents in CRF. CRFs are the fumire of fertilizer industry,
becausemeyimprovemefeniﬁzaefﬁcicncyanddramticaﬂymemewmerandmﬂ
poliutions of fertilizers. We will implement my inventions in the facility of VCC as the
starting point to produce affordable CRF's and will benefit lives of Mississippian and the -
rest of the Americans.

We will move this facility in one month after we get the rights, and make
controlled release fertilizers in three months. ' |

This project will initially create 12 jobs for Mississippi, which are one engineer,
one manager, two sales persons, 6 operators, one technician and one secretary. Total
payroll will be about $480,000 annually. -

We will invest in about 1.5 million dollars including cash and loans.

I will invest $50,000 cash and investor Frank Nichols will invest $100,000. The
rest will come from loans. : _ ' '

I will initially produce 12,000 tons of CRF annually. We anticipate that there
would be over $600,000 to the state and local taxes.

' This facility will not pollute air or land. The facility can stay in Vicksburg or can
be moved to other part of the State. We will provide the quality jobs and tax revenues for
the local and the State. '

We like to purchase the facility with cash at price of $50,000.
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If you have questions please callus at 1-300-225-5132 or visit our
web site www troweprice.com

Mutual Fund Portfolio Value: $113,989.28

Expecting a tax refund? Take advantage of direct deposit to your
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Email:

American Brownfield Assurance inc. 200 East End Averiue, Suite 2-
. New York, New York 10128
: : Danalpar@email.com

Company Facility and Surrounding

Submitted To

Mississippi Department of Environmental Quality
(“M DEQ”)




Proposal

|-‘

This Proposal is submitted by American Brownfield Assurance, Inc. ("ABA”) to MDEQ o provide for a
comprehensive solution and legal mechanism to take title to and manage the remediation and
redevelopment of the property referred to in the RFP which is also known as the Vicksburg Chemical
Company Facility and surrounding area (the “Site™).

Section

Business Plan

ll

Understanding that this is not a formal bidding process and due to the time constraints
facing respondent in answering this RFP, respondent herein can only outiine its approach
in general terms as provided herein. Respondent would be please to provide any .
additional and available data to MDEQ shoukd MDEQ so fequest.

Respondent’s principals have significant experiences working in the redevelopment of
complex contaminated properties. These are generally complex because remediation and
redevelopment activities need to be coordinated and present enormous timing risks for .
traditional real estate developers. The Site is curently owned by the estate of Trans-
Resources Inc. in bankruptey and would be transferred to anyone designated by MDEQ.

a. ABA proposes that the MDEQ set up a special purpose trust to quaiify under Section
468(b) of the Internal Revenue Code that could undertake the following activities:

i. Take fitie to the Site;

ii. Research, pursue and liquidate any and all insurance recovery
claims associated with Comprehensive General Liability policies that
may have been purchased by one or more owners of the Site;

ii. Develop a redevelopment plan that would support the remediation
objectives desired by MDEQ and alil other stakeholders:

iv.  Identify developers who would ultimately take title to the Site or any

v. Be responsible for any long-term maintenance of any environmental
controls used as part of the property remediation.

b.  Any upfront funding for this approach can be provided by ABA in retum for a 40% of
the iInsurance recovery proceeds. :

¢. This proposal remains subject to further investigation by ABA and MDEQ, recognizing
the unique nature of the proposal and a written agreement between the parties.
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I, Ryan Ma, intend to purchase the fertilizer coating facility of Vicksburg
Chemical Company. The Facility includes coating drum, granulation drum, storage
tanks, and related pipes. We will move it to a proper place in the Mississippi. We will
usethlsfacﬂltytomakecontrolledreleasefertﬂ]zers(CRF) I am a Ph. D. chemist and
an inventor of holding 3 US patents in CRF. CRFs are the future of fertilizer industry,
because they improve the fertilizer efficiency and dramatlcally reduce the water and soil
pollutions of fertilizers. We will implement my inventions in the facility of VCC as the
starting point to produce affordable CRFs and will benefit lives of Mississippian and the
rest of the Americans.

We will move this facility in one month after we getthenghts,andmake
controlied release fertilizers in three months.

This project will initially create 12 jobs for Mississippi, which are one engineer,
one manager, two salespersons,ﬁoperators,omtechnmanandonesecremry Total
payroll will be about $480,000 annually.

We will invest in about 1.5 million dollars including cash and loans.

T will invest $50,000 cash and investor Frank Nichols will invest $100,000. The
rest will come from loans.

I will initially produce 12,000 tons of CRF annually. Wemﬁw:patethaxthere
wouldheover$600000tothestateandlocaltaxes.

This facility will not pollute air or land. The facility can stay in Vicksburg or can
be moved to other part of the State. Wewﬂlprowdethequahtyjobsandtaxrevenuesfor
the local and the State.

We like to purchase the facility with cash at price of $50,000.
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Activity Summary Asset Diversification

This Month Year-fa-Date™

Beginning Value  $113,931.30  $113,931.30 __12.0% Stock Funds $13,752.05

Additions 0.00 .00 5.4% Domestic 6,198 34

Beductions @ @ 000 Q.00 6.6% {nternat’l/Global 7,553.71

. v 3 880%'“ ........ RO oo 2 ..... 23
Market Fluctuation -15.46 -15.46 - oney Market 190,237,

- B 38.0% Taxable 100,237.23
Ending Value 5113,989.28 $113,989.28 e e e e R Rt

NelChang_e $57.98 $57.98

Income Summary
Taxable

This Month Year-to-Date*
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BAPTIST CHURCH

1825 US. 61 SOQUTH - VICKSBURG, MISS. 39180 - 601-636-25%6

February 13, 2003

Mississippi Department of Environmental Quality
ATTN: Jere “Trey” Hess, P.E., DEE

P.O. Box 20305

Jackson, MS 39289-0385

SUBJECT: Request for Proposals, Purchase of Vicksburg Chemical Co. Property
Dear Mr. Hess:

Bowmar Baptist Church (BBC) has received a copy of an nndated document from
MDEQ requesting proposals for the purchase of the Vicksburg Chemical Company
(VCC) facility and surrounding property.

BBC is interested in the acquisition of a small portion of the VCC property that
immediately adjoins our property. By this letter we are transmitting our proposal. We
trust it is in sufficient detail for your evaluation. However, if you require additional
information concerning this proposal, please contact Jim Ditto, P.E., at (601) 634-5870 or
the church office at (601) 636-2596.

S

Stepljgn Gamby
Chairman of D

Enclosures;
BBC Proposal
3 attachments
MDEQ Request for Proposals

WE WILL HELP UNCHURCHED PEOPLE BECOME DEVOTED DISCIPLES OF CHRIST. TAKING RISKS, WE WILL FOCUS ON
REACHING THOSE MOST SENSITIVE TO THE GOSPEL AND USE GOD-GIVEN GIFTS TO MINISTER TO THEIR NEEDS.



PROPOSAL INFORMATION

1. Name of prospective purchaser;
Bowmar Baptist Church
1825 Highway 615
Vicksburg, MS 39180

Ph - (601) 636-2596
Fax — (601) 634-6876

Bro. Terry White — Pastor
Steven Gambrell — Chairman of Deacons and Corporate Chairman

(Bowmar Baptist is an incorporated institution)

2.a. A description of the property and/or equipment the potential purchaser wishes

to obtain and the intended use(s) of the property and/or equipment,

Bowmar Baptist Church (BBC) owns and occupies approximately 60 acres of property
bounded by Hatcher Bayou, Highway 618, and the VCC. The common boundary
between VCC and BBC extends from Hatcher Bayou in a southerly direction for
approximately 1900 ft. BBC is in the process of developing a portion of its property near
this boundary into an athletic complex including a softball field, combination football and
soccer fields, and volleyball courts. A pavilion, restroom, and amphitheater have already
been constructed. In order to maximize the space available, the fields have to be
positioned close to our boundary with VCC. The VCC property we are interested in
parallels our property. Attachment #1 provides a detailed sketch of the area of interest
and Attachment #2 provides an overall view of both the BBC and VCC properties. A
sketch of a portion of our existing and proposed athletic complex layout is shown in
Attachment #3. - ,

BBC proposes to purchase the area denoted as a buffer to our athletic area. We have no
intention of developing this area and plan to leave most of it in its natural state, except for
that portion between our boundary line and the nearby tree line. This strip of Jand, which
varies from about 50 to 100 feet in width, will be kept clean and mowed for safety
purposes. The only structure that we anticipate being placed on the property would be
portions of a chain link fence. Any fencing would be limited to this cleared thin strip
immediately adjacent to our property. We are also considering establishing nature trails
through and around our existing property, and it is probable that such trails would be
developed in this area. However, the property would essentially be left in its present,
undeveloped condition.



2.b. A time line establishing beginning and completion of the business project (not
including remedial activities)

BBC has owned the majority of our present site since 1997. Approximately 14 acres,
denoted on Attachment #1 as 2nd Acquisition, was purchased in 1999 as a buffer and for
possible future growth. Phase 1 of building construction began in the spring of 2000 and
the church moved onto the property from its previous location on Bowmar Avenue in
August 2001. We have begun to develop our athletic area and expect to begin sports
activities this spring. We intend to develop our present property to the extent necessary
to accommodate our needs and plan to remain at this location for the foreseeable future.
We have no intention of developing the VCC property and will leave as much of the
property as possible in its natural state for wildlife and environmental purposes. There
are also three easements (gas transmission, power and city sewer main) on this property
that would restrict any development.

2.c. Number of jobs, if any, created by the project and anticipated payroll
No jobs will be created as a result of our acquisition of the VCC property since we plan
to leave it in an undeveloped state.

2.d. Total investment in project (not including remediation)

BBC has already invesied approximately $6 million at this site and we anticipate
significant additional development. Qur long-range vision includes the addition of an
auditorium and classroom space to our present 64,000 sq ft facility and to eventually
construct a 1,200- to 1,500-seat sanctuary. Although we essentially have sufficient
property for all planned structural developments, the portion of the VCC property that we
are interested in will provide a natural buffer between our existing property and any
possible future industrial development of the VCC property. The proposed acquisition of
the portion of the VCC property noted above will help protect our invesiment. Almost all
of the VCC property BBC is interested in lies in the fiood plain. It is not considered to be
significantly valuable from an economic standpoint since it is subject to flooding, has
several utility easements crossing it and contains no merchantable timber. We want to
acquire this strip of land to prevent others from altering or in any way changing the area
immediately adjacent to our present property. : :

2.e Financial Statement or other evidence of financial capability to undertake the
proposed project (including the proposed participation in the remediation)

BBC is only interested in a small portion of the VCC property. We will be prepared to
pay for the property in full at the time of purchase, in the event a satisfactory agreement
is reached. Concerning remediation, we have no desire or intention to become involved

in any remediation activities on the VCC property. It is not our intent to purchase any

property that may require remediation and we do not anticipate any required remediation
within the portion of the property we are interested in purchasing due to its location in
relation to the actual plant focation.



24 Anticipated Revenue, if any, to the State of Mississippi, Warren County and/or
City of Vicksburg, both directly and indirectly

Since BBC is a non-profit organization, no direct revenue will be generated for the
local governments. However, the development and improvements that BBC is currently
implementing will have a positive effect on the local economy. Athletic facilities provide
a significant asset to the local community, especially youth. BBC has a strong and
growing youth program that is reaching young people in the community. Our plans for
an athletic complex will help to strengthen this program. The additional property will
allow us o improve the overall aesthetics of the area surrounding the ball fields and
provide a safety zone.

2.g Potential impact on quality of life for citizens of Vicksburg and Warren County
The development of the athletic field portion of the BBC property will have a
significant positive influence on the local community. This complex will provide a
much- needed area for local youth to participate in Christian sponsored organized sports.
The VCC property will allow us to enhance and protect our athletic complex.
BBC considers the acquisition of this property an opportunity for us to insure that at

least a portion of the VCC property will remain it its natural state. It is the intention of

BBC to leave as much of our property in its natural state as possible for the benefit of the
environment and wildlife.

2h A description of how the prospective purchaser would intend to plan, conduct,
or otherwise participate in remediation activities on the contaminated portion of the
property, including the prospective purchaser’s level of financial commitment to the
remediation

BBC is interested in a small potion of the entire VCC property that, to our knowledge,
is not a part of the area considered to be significantly contaminated. BBC is not prepared
to, nor do we desire to, enter into any commitment to assist in the remediation of the
contaminated portion of the property.

2.i A conceptual description and cost estimate of remedial activities to be
undertaken, directed, and/or funded on the contaminated portion of the property

As we stated in 2.h above, BBC does not intend to become involved in any way with
the remediation activities of the contaminated portion of the property.

2.j The proposed purchase price and terms

BBC has not performed a formal survey of the portion of the property that we propose
to purchase. Using available plats and existing survey information, we estimate the
denoted property shown in Attachment 1 to be approximately 18 acres. We consider this
portion of the VCC property to be of minimal value since it is mostly within the flood
plain and void of merchantable timber. BBC is willing to offer $200 per acre for this
portion of the property.

3



3. Statement of prospective purchaser’s environmental compliance history;

Bowmar, being a non-profit religious institution, is not involved in the type business
dealings that would generate the type of compliance information alluded to in this portion
of the proposal. However, we fully intend to abide by all federal, state, and local
environmental laws and regulations while constructing, operating and maintaining our
facilities.
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MISSISSIPPI DEPARTMENT OF ENVIRONMENTAL QUALITY -

REQUEST FOR PROPOSALS: PURCHASE OF VICKSBURG CHEMICAL COMPANY
' FACILITY AND SURROUNDING PROPERTY, VICKSBURG, MISSISSIPPI

Vicksburg Chemical Company (“VCC™) owns a chemical manufacturing facility and ,
approximately 500 acres of surrounding acreage in, Vicksburg, Warren County, Mississippi. The
facility acreage includes both heavily contaminated acreage and acreage that exhibits no obvious
signs of contamination and includes frontage on the Mississippi River. VCC has filed for
reorganization under Chapter 11 of the United States Bankruptcy Code, and the bankruptcy is
being administered by the United States Bankruptcy Court for the Southern District of New
York. VCC has abandoned the facility, and the facility is currently not operating except for
certain waste handling and maintenance operations being carried out by the Mississippi
Department of Environmental Quality (“MDEQ”) and the United States Environmental
Protection Agency (“EPA™).

Pursnant to order of the Bankruptcy Court, MDEQ has obtained authority to direct VCC to sell
all real and personal property owned by the company in Warren County, Mississippi to a buyer or
buyers chosen by MDEQ. The Company has abandoned the site physically, and the action of the
federal bankruptcy court has removed this property from the bankruptcy estate, allowing it to be
sold without bankruptcy court approval. Under the court's order, the proceeds from any sale of
the Company's property will be used for the remediation of contamination on the Company's

property.

MDEQ intends to direct VCC fo sell the facility and the surrounding acreage to a buyer or buyers
who will return the site and the surrounding acreage to a productive use that is in the best interest
of the citizens of Mississippi, particularly including the citizens of Vicksburg and Warren
County, and that results in remediation of the contaminated areas through a purchaser’s direct
remedial activity or through a purchaser’s agreement to fund remediation activities in whole or in
part,

MDEQ now seeks written proposals from prospective purchasers interested in acquiring all or
part the Company'’s real or personal property. The Company owns approximately 550 acres in
Vicksburg, Warren County, Mississippi along with buildings, equipment, and other personal -
property. In general, the real property is divided into a larger portion that has not been involved
in the production of chemical products (approximately 500 acres) and a smaller portion
(approximately 50 acres) that has been involved in the production of chemical products and
which includes areas of significant contamination. Portions of the land are located along the
Mississippi River, and other portions include acreage that runs along Rifle Range Road and
Warrenton Road. The chemical plant site is divided into two areas known generally as the North
Plant and the South Plant. The plant, prior to abandonment, manufactured and/or handled
(among other things) nitric acid, potassium nitrate, nitrogen tetroxide, chlorine, sodium

1



_ hypochlorite, and potassium carbonate. Environmental contamination is present at the site in
various media, and no formal remediation plan has been approved by MDEQ or EPA. A consent
order for investigation and remediation of contamination at the site exists between EPA and
VCC, and a purchaser of the site covered by this order wiil be required to negotiate the
continuing affect of that order with EPA and MDEQ.

Proposals should describe the prospective purchaser's intentions for use of the property and the
extent of the prospective purchaser's ability and willingness to remediate the property or to direct
funds toward the remediation of the property. The Proposal must include, at a minimum, the
following:

1. The name of the prospective purchaser;

2. A statement entitied "Business Plan" of the proposer's project which shall
include the following:

a. A description of the property and/or equipment the potential
purchaser wishes to obtain and the intended use(s) of the property
and/or equipment

b. A time line establishing beginming and completion of the business
project (not including remediation activities)

c. Number of jobs, if any, created by the project and anticipated
payroll

d. Total investment in project {not including remediation)

e. Financial Statement or other evidence of financial capability to
undertake the proposed project (including the proposed
participation in the remediation)

f. Anticipated Revenue, if any, to the State of Mississippi, Warren
County and/or City of Vicksburg, both directly and indirectly.

£ Potential impact on quality of life for citizens of Vicksburg and
Warren County

h. A description of how the prospective purchaser would intend to
plan, conduct, or otherwise participate in remediation activities on
the contaminated portion of the property, including the prospective
purchaser's level of financial commitment to the remediation

1. A conceptua) description and cost estimate of remedial activities to
be undertaken, directed, and/or funded on the contaminated portion

. of the property, and
j. The proposed purchase price and terms;

3. A statement of the prospective purchaser’s environmental compliance
history for all operations in the United States, including the date,
description, and status of any notice of violation or enforcement or
compliance order issued to the prospective purchaser by any local, state, or
federal environmental agency.

2



Proposals should not exceed fifteen (15) pages, excluding a transmittal letter or attachments such
as financial statements. Five copies of any Proposal must be received on or before 3:00 p.m.,
February 13, 2003 and must be delivered to:

Mail Address: Delivery Address:
Jere "Trey" Hess, P.E., DEE ' Jere "Trey" Hess, P.E., DEE
MDEQ ‘ MDEQ
P. 0. Box 20305 101 Capitol Centre
Jackson, MS 39289-0385 101 West Capitol Street

: Jackson, MS 39201

This is not a formal bidding processes, and MDEQ reserves the right to reject all proposals or to
request additional information from some, all, or none of the prospective purchasers, MDEQ
reserves the right to enter further negotiations with some, all, or none of the prospective
purchasers. MDEQ reserves the right to reopen the proposal process and to accept further
proposals from other parties. No warranty is made or intended as to the information concerning
VCC or VCC's property stated in this request for proposals. Those who submit proposals are at
risk to conduct appropriate investigation concerning the correciness of representations made by
VCC or other parties and/or contained or reflected in this request or in the files of MDEQ,
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Harcros Chemicals Inc H

5200 Speaker Rud.

PO, Box 2930, 66110-2930

Kansas City, KS 66106-1095 H A R C R O S
Tel 913/321-3132

Fax 913/621-7718

February 12, 2003

Jere “Trey” Hess, P.E., DEE
MDEQ

101 Capitol Centre

101 West Capitol Street
Jackson, Mississippi 39201

Dear Sir:

Please find enclosed five copies of our proposal re Vicksburg Chemical Company and the-
facility in Vicksburg, Mississippi. You may be aware that Harcros has invested
substantial time and resources in evaluating the facility and planning for its future
productive use as well as the necessary environmental cleanup. In the course of those
activities we have worked with MDEQ and Region IV EPA. We are aware that Public
Record Law in Mississippi is broad and have kept the enclosed proposal somewhat brief
in order to protect our investment in the facility thus far. We feel that a better
understanding of our proposal would be garnered from a meeting at which time we would
be happy to expand upon our proposal. We, along with IMC Global, a former Vice
President of Vicksburg Chemical Company, Mr. John Miles, and our environmental
counsel would be happy to visit with you at your earliest convenience.

Kevin G. Mirner
President and CEO

KGM/s]
Enclosures
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Purchaser

The prospective purchaser is Harcros Chemicals, Inc. or a wholly owned subsidiary
thereof. Harcros Chemicals Inc. (*Harcros™) is a chemical distributor operating out of 28
locations in the United States, mainly in the South and Mid-West. In addition the
company manufactures ethoxylated and propoxylated products at its Kansas City, KS
location. Sales in 2002 were $232,800,000.



Business Plan

Background: This Business Plan for the Vicksburg facility was prepared based on the
expertise of Harcros in successful distribution and manufacture of chemicals and
knowledge of the basis for the bankruptcy of theVicksburg Chemical Company (VCC) .
It is the understanding of Harcros that VCC filed for bankruptcy protection due to
increased debt and high operating costs. Increased debt was attributable to the VCC
guarantee of the substantial debts of its parent company Cedar Chemnica! (also in
bankruptcy). In addition VCC devoted major capital expenditures to processes that
proved to be uneconomic and were idled. This saddled VCC with increased debt and
higher operating costs. It is the opinion of Harcros that in order to be viable on a long-
term basis and especially in the face of substantial anticipated environmental remediation
costs, VCC should have concentrated on its core competency and strived to operate more
efficiently than in the past.

Harcros has worked with former VCC personnel to determined that a monthly production
rate of 10,000 tons of potassium nitrate (KNO;) is optimal for facility viability and
fongevity. This also gives a production rate of 3,400 tons of chlorine as a co-product.
After determining optimum production criteria, Harcros focused on the marketing of the
products. Harcros determined to seek a strong long-term company who knows the
fertilizer business as a partner in the Vicksburg facility operation. IMC Global, a
publicly traded company, was contacted and has agreed to be this partner. In addition to
its strength in the fertilizer market IMC also is a large producer of the major raw material,
potassium chloride (KCl), consumed by the plant in the manufacture of KNO;.

Operation: Harcros plans to operate the Vicksburg facility to produce 120,000 tons per
yeat of the fertilizer potassium nitrate (KNO;). This will require the majority of the
existing property and equipment. The KNO; will all be taken by the partner IMC Global
under a long-term contract. The chlorine will be marketed by Harcros, Harcros and its
predecessors have been major customers for that chlorine for the past 30 years. In
particutar, chlorine and water treatment chemicals are a key part of the Harcros business.
It is the intent of Harcros to substantially increase the volume of chlorine repackaged into
2,000 b and 1501b cylinders, which are the package sizes most commonly used in water
treatment, and therby provide the environmental benefit of reducing the amount of
chlorine transported in railcars,

There are no plans to manufacture NyO 4.

It is clear that there is surplus land at VCC. It is our intent to negotiate with any other
interested parties for the sale of certain portions of land that is not subject to
environmental remediation requirements. The proceeds of such sales will be used to help
fund the remediation of the property. The plan assumes that any sale proceeds would be
less than future remediation costs. However, if proceeds from the sale of land were to
provide more than the anticipated remediation costs, Harcros would dedicate the excess
to other environmental improvements in consultation with the appropriate agencies.



Time line: Harcros estimates that facility start-up will take one to three months
depending on the amount of repairs necessary to bring the plant operational. Following
start-up production would be quickly raised to 10,000 tons per month and continue
indefinitely.

Payroll: Seventy-five direct jobs will be created by the Harcros operation. The
estimated annual payroll is $5 million,

Investment: Excluding remediation, total investment in the project up to start-up is
estimated at $3.0 million. However, this will vary depending on the condition of the
plant and the length of time needed for successfull start-up.

Financial Capability: Harcros Chemicals was acquired by the management on October
22,2001, At that date there was equity of $5.4 million, borrowings of $27.3 million, of
which $2.0 million was due to the seller. As of December 31, 2002 equity had grown to
$9.3 million and borrowings had fallen to $20.3 million with all monies having been paid
to the seller. Harcros has a $40,000,000 revolving credit facility agreement with General
Electric Capital Corporation. Due to concerns about confidentiality HCI is not providing
its financial statements as part of this proposal. Harcros will make make financial
statements available to MDEQ for review on a confidential basis upon request.

Anticipated Revenue: Overall we are led to believe that there is a multiplier of seven
times the payroll cost as the regional economic impact of the newly created jobs. In
addition $10.0 million spent on local area purchasing. Direct taxes include local property
taxes, which are estimated at $250,000 as well as state income taxes, which are estimated
at $150,000.

Potential Impact: There are two major areas of impact on quality of life for the project:
environmental and economic. Harcros is committed to providing both experience and
funds to properly remediate the property to the benefit of the facility and the surrounding
community (see response in next sections). In addition Harcros has a corporate
commitment and record demonstrating responsible care with respect to worker,
environmental and community safety.

The Mississippi Employment Security Commission’s recent data show the average wage
for Warren County to be approximately $24,000 per year. Employees at the Harcros
facility will, on the average, earn over twice this amount. The estimated $5,000,000
annual payroll from these manufacturing jobs will generate an effect of $35,000,000 in
the area economy. Other recent data show that the estimated 75 Harcros jobs will drop
the unemployment rate for Warren County from 6.2% to 5.9%. Stable manufacturing jobs
in particular allow local governments and schools to better plan and fund their activities
to the benefit of all. Charitable, civic, and community groups and activities are also direct
beneficiaries of this stable group of workers with the concomitant improvement of the
entire local area. In addition to the value of wages paid, the estimated $10,000,000 per
year in local purchases wili support and invigorate the local business infrastructure.



Environmental Remediation

Participation in remediation: As MDEQ and the Environmental Protection Agency
Region IV are aware; Harcros has invested significant time and resources in evaluating
the property and identifying necessary environmental remediation. MDEQ is aware of
the substance of those discussions and the commitment of Harcros to site remediation and
productive use. As the company's response to question 3 depicts, Harcros is responsive
and responsible regarding environmental matters and obligations. Harcros anticipates
executing an Administrative Order on Consent for Removal Action and Corrective
Action with EPA (and upon request with MDEQ as well) under which Harcros will
remediate the contaminated portion of the property. The property remediation will begin
with implementation of the Corrective Measures Study ("CMS") prepared in June 2002,
assuming EPA approves the June 2002 CMS. Harcros anticipates implementing the
CMS, preparing the Corrective Measures Study Report, and performing the selected
Corrective Action. Harcros will commit the moneys necessary to fund the CMS, the
CMS Report and the corrective action. Harcros further anticipates requesting monies
from the RCRA Closure Trust Fund established for corrective action at the Site.

Remedial Activities: The June 2002 CMS, if approved by EPA, will be implemented.
The CMS addresses three corrective action areas. The Corrective Measures Study Report
and selected Corrective Action following from the CMS will be developed and
implemented. The cost for implementation of the corrective action is estimated to be
between $5 million and $8 million.

The cost of operating the facility wastewater treatment plant is not included in the cost of
remediation. This is an on-going operating expense associated with the manufacture of
potassium nitrate.



Purchase Price and Terms

Given the initial investment and the cost of remediation Harcros proposes to purchase the
property, facility, equipment and any remaining inventory for $1.

Our proposal is subject to further due diligence. The most significant factor is the state of
the facility and how much will have to be spent to re-start the facility.

The final purchase contract for the property will require the approval of the HCI Board of
Directors. '



Environmental Compliance History

As part of the 2001 asset purchase of the company, Harcros assumed a portion of the
liabilities of the predecessor (Harcros Chemicals Inc. now trading as Elementis
Chemicals Inc.) for environmental remediation necessitated by activities and events that
occurred prior to the asset purchase date. The orders identified below reflect the
fulfillment of that assumption of liability by Harcros. Some of the orders have been in
place for ten years. Harcros is in compliance with all aspects of the orders.

Kansas City, KS — Administrative Order on Consent, EPA Docket No, VII-90-H-0028

Kansas City, KS - Closed Surface Impoundment — Kansas Dept. of Health and
Environment Consent Agreement 96-E-134

St. Paul, MN - Minnesota Pollution Control Agency - Voluntary Investigation and
Cleanup Unit

Davenport, IA — Administrative Order on Consent, EPA Docket No. RCRA-07-
2001-0006.

Tampa, FL — Florida Consent Order 88-0718. Site is currently registered with
The Dry-cleaning Solvent Cleanup Program.
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Hinds County

PERSONALLY appeared before me, the undersigned
notary public in and for Hinds County, Mississippi,

Philip Sawin
an authorized clerk of THE CLARION-LEDGER, a
daily newspaper as defined and prescribed in
Sections 13-3-31 and 13-3-32, of the Mississippi
Code of 1972, as amended, who, being duly sworn,
states that the notice, a true copy of which is hereto
attached, appeared in the issues of said newspaper
as follows:

Dates of Publication:

Lines: 273 Thursday, January 16, 2003
Words: 1,067 Friday, January 17, 2003

o Issues: 3 Monday, January 20, 2003
Total:  $360.55

Authorized Clerk
of The Clarion-Ledger

s A

Notary Pubhc

SWORN to and subscribed before me on 1/20/2003
Notary Public State of Mississippi At Large.

My Commission Expires: March 31, 2006

Bonded thru Notary Public Underwriters
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. MISSISSIPPI DEPARTMENT OF ENVIRONMENTAL QUALITY
REQUEST FOR PROPOSALS: PURCHASE OF VICKSBURG CHEMICAL COMPANY

- FACILITY AND SURRCUNDING PROPERTY, VICKSBURG, MISSISSIPPI
Vicksburg Chemical Company ("VCC"}) owns a chemical manufacturing facility anc
approximately 500 acres of surrounding acreage in, Vicksburg, Wamen Couny, Mississippi
The facility acreage includes both heavily contaminated acreage and acrgage that exhibite
no obvious signs of contamination and includas frontage on the Mississippi River. VCC hag
filed for reorganization under Chapter 11 of the United States Bankruptcy Code, and the
bankrupicy is being administered by the United States Banksuptcy Court for the Southermn
District of New York. VCC has abandoned the facility, and the facility is currently not
operating excapt for certain waste handling and maintenance operations being carried out by
the Mississippi Depaniment of Environmental Quality ("MD ") and the United States
Environmental Protection Agency ("EPA”).
Fursuant to order of the Bankruptcy Count, MDEQ has obtained authority to direct VCC o
sell all real and personal propertg ownad by the company in Warren County, Mississippi to a
buyer or bgfyers chosen by MDEQ. The Company has abandoned the site physically, and
the action of the federal bankruptey court has remaved this property from the bankruptcy
estate, allowing it to ba sold without bankruptcy court approval. Under the court's order, the
proceeds from any sale of the Company’s property will be used for the remediation of
-contamination on the Company's property.

MDEQ intends to direct VCC to sell the facility and the surounding acreage to a buyer or
buyers who will retum the site and the surrounding acreage to a productive use that is in the
best interest of the citizens of Mississippl, particuiarty including the citizens of Vicksburg and
Warren County, and that resuils in remediation of the contaminated arsas through a
purchaser’s direct remedial activity or through a purchasers agreement to fund remediation
activities in whole or in part.

MDEQ now seeks written proposals from prospective purchasers interested in acquiring all
or part the Company's real or personal property. The Company owns approximately 550
aces in Vicksburg, Warren County, Mississippi along with buiidings, equipment, and other
parsonal properly. In general, the real property is divided into a farger portion that has not
been involved in the production of chemical products (approximatety 500 acres) and a
smaller portion (approximately 50 acres) that has been involved in the production of chemical
products and which includes areas of significant contamination. Portions of the land are
incated along the Mississippi River, and other portions include acreage that runs along Rifle
Range Road and Warrenton Road. The chemical piant site is divided into two areas Known
generally as the North Plant and the South Plant. The plant, prior to abandonment,
manufactured ant/or handled (among other things) nitric acid, polassium nitrate, nitrogen
tetroxide, chlorine, sodium hypochiorite, and potassium carbonate.  Environmental
contamination s present at the site in various media, and no formal remediation plan has
been approved by MDEQ or EPA. A consent order for investigation and remediation of

contarmination at the site exists betwesn EPA and VCC, and a purchaser of the site coverad-

E:Dthiqs order will be required to negotiate the continuing affect of that order with EPA and
ADEQ,

Proposals should describe the prospective purchaser's intentions for use of the property and
the extent of the prospective purchaser's ability and willingness 1o remediate the property or
to direct funds toward the remediation of the property. The Proposal must include, at a
ninimum, the ioliowir;ﬂ: .

: The name of the prospective purchaser;

1.
2, fA"stat.emant entitied “Business Plan” of the proposer’s project which shall includa the
. ollowing: '
e A descﬁption of the property and/or equipment the potential purchaser wishes to
obtain and the intended use(s) of the property and/or equipment
. b, A time line establishing beginning and compietion of the business profect {not
including remediation activities)
. ¢ Number of jobs, il any, created by the project and anficipated payroll
d.  Total lnvestment in project (not including remediation)
. @ Financlal Statement or other evidence of financial capabilty to undartake the
proposed project (including the proposed participation in the remediation)
f. Anticipated Revenue, if any, to the State of Mississippi, Warren County and/or City of
Vicksburg, both directly and indirectly.
g.  Potential impact on quality ot ife for citizens of Vicksburg and Warren County
. h. A description of how the prospective purchaser would intend to pian, conduct, or
otherwise participate in remediation activities on tha contaminated portion of the
property, including the prospective purchaser's level of financial commitment to the
remediation : '
i. A conceptual description and cost estimate of remedial activities to ba undertaken,
directed, and/or funded on the contaminated portion of the property, and
© | The proposed purchase price and terms; :
3. A statement of the prospactive purchaser's environmental compliance history for all

operations in the United Stales, including the date, description, and status of any
notice of violation or enforcement or compliance order issued to the prospective
purchaser by any local, state, or federal environmeantal agency.
Pmﬁosals should not exceed fifteen (15) pages, excluding a transmittal latter or attachments
such as financial statements. Five copies of any Proposal must ba received on or before
3.00 p.m., February 13, 2003 and must be delivered to; )
Mail Address: Dalivg;y Address:
Jere “Trey" Hess, P.E., DEE MDEQ Jere “Troy” Hess, P.E., DEE MDEQ
£. 0. Box 20305 101 Capitol Centre
Jackson, MS 38285-0385 101 Wast Capitol Street
. Jackson, MS 39201
This is not & formal biddin?oprooessas, and MDEQ reserves the right to reject all proposals
or to request additional information from some, all, or none of the prospective purchasers.
MDEQ resaerves the right to enter further negotiations with some, all, or none of the
prospective purchasers. MDEQ reserves the right to reopen the proposal process and to
accept further proposals from other parties. No wamanty is made or intended as to the
intormation conceming VCC or VCC’s property stated in this request for proposals. Those
who submit proposals are at risk to concuct appropriate investigation conceming the
correctness of representations made by VCC or other parties and/or contained or reflected in
this request or in the files of MDEG.
January 16, 2002, January 17, 2003, January 20, 2003
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February 13, 2003

HAND DELIVERED

Jere “Trey” Hess, PE., DEE

Mississippi Department of Environmental Quality
101 Capital Centre

101 W. Capital Street

Jackson, Mississippi 39201

RE: Acquisition Proposal
Vicksburg Chemical Property

Dear Dr. Hess:

Enclosed is our Acquisition Proposal for a portion of the Vicksburg Chemical Property in
. Vicksburg, Mississippi. We are pleased to present to the Mississippi Department of
Environmental Quality and the City of Vicksburg a proposal that includes the development
of a casino/luxury hotel and 2 goif courses in Vicksburg. Such a project, we believe, will
help grow the gaming market, will draw additional tourists to the area and improve the
quality of life for the residents of the area.
We are prepared to meet with you, at your convenience, to discuss the proposal further.
If you have any questions, please let me know.
Sincerely,
Jacobs Entertainment, Inc.
David C. Grunenwald
Vice-President of Development/Leasing
Enclosures: (5 copies)
Ce: Jeffrey P. Jacobs

. Stephen R. Roark
lan M. Stewart

1231 Main Avenue * Cleveland, Ohio 44113 L.85.A. ¢ Telephone: 216.861.4080 » Fax: 216.861.6315
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Acquisition Proposal

Summary of the Proposal

Jacobs Entertainment, Inc. proposes to acquire approximately 500 acres of unimproved land owned
by the Vicksburg Chemical Company (excluding the plant site) in Vicksburg, Mississippi and develop a
150 room luxury hatel, two championship caliber goif courses and a casino. In addition, certain land will
be set aside for recreational development, including a nature preserve, in the City of Vicksburg. Phase 1
of the Project is expected to open in the Fall of 2005 and Phase 2 in the Fall of 2007.

The Project is expected to generate between 385-625 construction jobs; and 675-745 full-time
equivalent jobs with an annual payroll ranging from $16-$17.6 million. in addition, it is expected to
produce one-time tax revenues of $1.5-$2.175 million and annually recurring tax revenues for the City
of Vicksburg and Warren County combined of $3.1-$3.5 million and for the State of Mississippi of
$5.8-%6.3 miltion.

Furthermore, the Project is expected to grow the gaming market and increase the number of tourists
visiting Vicksburg, while increasing their length of stay. All of this activity will help improve the quality of
life for the residents of the area.

The Proposal

I Purchaser: The purchaser will be Jacobs Entertainment, Inc., a Delaware corporation through a wholly-
owned subsidiary to be formed (“Purchaser”). Based in Black Hawk, Colorado, Jacobs Entertainment, Inc.,
is the owner and operator of gaming operations in Nevada, Cotorado, Virginia and Louisiana. In addition,
it has a site under option in D'Ibervilte, Mississippi where it is in the pre-development stages for a
hotel/casino.

Il. Business Plan: The Purchaser’s Business Plan is as follows:

A. Property: That certain unimproved fand owned by the Vicksburg Chemical Company in
Vicksburg (" City™), Warren County (“County”), Mississippi {“State™) and comprised of approximately
500 acres ("Property”). The purchaser acknowledges that the Property is under the control of the
Mississippi Department of Environmental Quality (*“MDEQ”). The portion of the Property previously

tJ




occupied by the Vicksburg Chemical plant facility (“Plant Site”) is to be remediated and developed by
others.

The Intended Use of the Property is a casino/luxury hotel together with two golf courses (*Project”),
10 be developed in phases as follows:

1. Phase1
a. A casino with between 700-1,000 gaming positions.
B. A 150 room luxury hotel.
¢. A championship caliber 18-hole public goif course.

d. Related food, beverage and administrative facilities.

2. Phase 2
a. 150 room hatel addition,
b. A second championship caliber 18-hole golf course reserved for casino patrons,

In addition, Purchaser intends to dedicate land not required for the Project (“Excess Land”} to the
City for other recreational or development purposes including a nature preserve.

In order to complete the Project, Purchaser will request that the City assist in the following ways:

1. Acquire, through eminent domain if necessary, certain adjacent Property for public purposes,
including a portion of the public golf course and public loop road.

2. Authorize and assist in the development of a loop road serving the public golf course and the
Property starting near the intersection of Warrenton Road and Route 20 south through the
Property and terminating back at Warrenton Road approximately 1 mile south of Route 20.

3. Permit monument signage serving the public golf course and the Property near the north
entrance to the loop road.

4. Authorize the use of tax increment financing for the loop road and other public improvements
occasioned by the Project.

The Purchaser intends for the Plant Site to be developed by another party, with & use compatible
with Purchaser’s Project. The development of the Plant Site should proceed in a way that the




environmental issues are resolved to the satisfaction of the MDEQ and other requlatory bodies and the
site remediated. in addition, the use of the Plant Site should not interfere with the canstruction and
operation of the planned golf courses.

The Purchaser prefers the Plant Site not be used as a chemical plant or any other heavy industrial
use. However, the Purchaser will not object to such uses, if it can be demanstrated that they
would not be harmful to patrons of the golf courses or would make play at the golf courses
undesirable to patrons.

A preliminary site plan is included as Exhibit A.

B. Timeline: The Project shall be undertaken as follows: Construction of Phase 1 shall commence
within 18 months following acquisition by the Purchaser. if this Proposal is accepted by March 1,
2003, following a due diligence period of 4 months, a closing period of 2 months, and a
predevelopment period (for preparation of construction documents, bidding, etg.) of 12 months,
construction would commence on or about September 1, 2004, Allowing a construction period of 12
months, Phase 1 would open for business on or about September 1, 2005. Construction of Phase 2
shall commence 24 months following completion of Phase 1, subject to market demand.

C. Jobs Created: Hard construction cost for the project is expected to range from $40 to $52 miltion
(“Construction Cost™). The Construction Payroll is expected to range from 40-50% paid at the local
average prevailing wage of $20.00 per hour. As a result, the Project would produce a one-time
impact as follows:

1. Construction Cost: $40 Million - $52 Million
2. Construction Payroll: $16-20 Million - $20.8-$26.0 Million
3. Construction Jobs (FTE*): 385-481 - 500-625

* Full Time Equivaient

In addition, the Project is expected to generate between $55-860 million of gaming revenue with an
industry average payroll of 25% at a local average prevailing rate of $12.50 per hour, $5.5-86.0
million of food and beverage revenue with an industry average payroll of 35% at a local average
prevailing rate of $7.50 per hour and $1.0-$1.5 million of greens fees and other revenue with an
industry average payroll of 35% at a local average prevailing rate of $7.50 per hour. As a

result, the Project would produce the annually recurring payroll and jobs as follows:
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1. Payroll: $16-$17.6 Million
2. Full-Time Jobs (FTE*): 675-745
* Full Time Equivalent

D. Total Investment in the Project. $80 million-$100 million, as follows:

Acquisition & Construction $47-$59 Million
F, F & £E* - Gaming Devices $15-$19 Million
F.F. & E* - Non-Gaming $5-$7 Million
Professional Fees & Soft Costs $13-$15 Million
Total 380-8100 Mitfion

* Furniture, Fixtures & Equipment

E. Financial Statement. The Purchaser is a privately owned gaming company (“Company”) based
in Biack Hawk, Colorado. Among other things, the Company owns and operates the following:

1. The Lodge Casino in Black Hawk, Colorado, featuring 800 gaming devices, 600 parking
spaces and 50 hotel rooms.

2. Colonial Downs Racetrack in Richmond, Virginia, featuring both turf and dirt courses for both

thoroughbred and standard bred horses on a 1-mile oval. Colonial Downs is home to the
$500,000 Virginia Derby. As part of the horse racing division, the Company also owns and
operates 4 satellite-wagering facilities in Virginia.

In addition, the Company owns and aperates a second casino in Black Hawk, Colorado, a casino in
Reno, Nevada, 12 video gaming facilities {together with an affilliated entity) in Louisiana (with 2 in
pre-development) and is developing a casino/hotei in D’Iberville, Mississippi, as it nears completion
of an environmental impact statement for a casino project there.

A profile of the Company is included as Exhibit B.

The Company has annual combined revenues of over $170 mitlion.
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A copy of the financia! statement for the Company is attached as Exhibit C.

Companies related to the Purchaser are in the real estate operation and development business
and have developed shopping mails, apartments and office buildings nationwide.

F. Tax Revenue. Anticipated Revenue to the City, County and State is estimated as follows:

1. One-Time Impact: Construction payroll is expected to range from $16-$26.0 million and
local purchases of goods and services during construction are expected to range from $10-
$12.5 miltion, producing the following one-time impact;

a. Local Portion of Sales Taxes @ 1.3%: $130 - $162,500
b. State Income Taxes @ 5%: $800 - $1,300,000
c. State Portion of Sales Taxes @ 5.7%: $570 - $712,500
Total One-Time Taxes $1,500 - $2,175.000

2. Recurring Taxes: The Project is expected to generate gaming revenue between $55-$60
million, have a minimum of 800 gaming devices, and generate annually between $16-
$17.6 million payroll, food & beverage sales of between $5.5-$6.0 million, and local
purchases of goods and services of between $2.75-$3.0 million. In addition, it is assumed
that the Acquisition and Construction Cost ranging from $36-$42 million (which reflects an
exemption for hotel assets) will be the minimum Real Estate tax value and the non-gaming
equipment purchases of $4-%6 million (which reflects an exemption for hotel assets) will be
the minimum property tax values. Such activity will produce the following annually recurring

taxes.
City & County

a. Local Portion of Sales Taxes @1.3%: $107 - $117,000
b. Real Estate Taxes@ 1.76%*: $632 - $738,000
¢. Personal Property Taxes @1.76%™ $70 - $105,000
d. Gross Revenue Fee @ 4%™*: $2.200 - $2,400,000
g. Annual License Fee @$150 per device: $120 - $150.000

Totaf $3,129 - $3,510,000

* effective rate
** Includes the Local Government Fee




State

4. Income Taxes @5% $801 - $881,250
b. Sales Taxes @5.7%: $470 - $513,000
c. Annuai License Fee
First 35 $81 - $81,200
Over 35 @ $100 $70 - $90,000
d. Gross Revenue Fee @ 8%** $4.400 - $4 800,000
Total $5.822 - $6,365,450
“ effective rate
** rounded

In addition, other taxes not accounted for here include the county portion of the sales tax on
food and beverages and the local hotel and motel tax; or will result from such things as food and
beverage purchases during censtruction.

3. Multiplier Effect: To summarize, the Proiect is expected to generate jobs for area residents
and State, County and City taxes. in addition, it can be expected to have a multiplier (i.e.
ripple) effect in the City and County in many ways, including the following:

a. Theincrease in better paying jobs will increase such things as consumer spending.

b. Local purchasing of goods and services will improve the sales volumes and profitability
of local businesses. Such improvement should result in additional jobs and taxes.

€. The Project is expected to attract visitors for two or three day vacations, thereby
extending the average length of stay.

d. The reinvestment of annually recurring taxes into products and services will in turn
increase the jobs and taxes in the City, County and State.

G. Impact on the Quality of Life. The Project can be expected to improve the quality of life for the
residents of the City and County. Notably, the Pralect will enhance Vicksburg's reputation as a
vacation destination. In addition, the Project will help in the following ways.

1. Tax Revenue: The additional tax revenue will permit the City, County and State to improve
the quality of life by building better roads, schools and other physical facilities, and by providing




other services.

2. Job Creation: The jobs created by the Project will provide a better quality of life for those
who are able to move from the ranks of the unemployed or improve their job status. In
addition, providing local jobs means less commuting time for residents in the area. A hiring
preference for jobs will be established for residents of Vicksburg.

3. Greater recreational opportunities: The golf courses as well as developments on the Excess
Land will provide greater recreational opportunities for residents of the area. For example,
the nature preserve is expected to feature a path for walkers and joggers.

4. Traffic: The traffic generated by the Project should not have an adverse effect on the
residents. The Project is conveniently located near Routes. 61 and 25 providing easy ingress
and egress for visitors to the casino and the golf courses. The Project should produce little if
any congestion.

5. Impact on local businesses: The Project is expected to generate a certain level of annual
purchases of goods and services for local businesses. The casino/hotel will buy such things as
printing services, food and beverage products and cleaning and maintenance supplies from
local vendors.

6. Longer overnight stays and restaurant customers: The Project is expected to extend the
average length of overnight stay for visitors, resulting in greater revenue for local hotels and
restaurants.

H. Remediation Activities. In general, the Purchaser intends to purchase the Property excluding
the Plant site and, as a result, does not intend to conduct the remediation activities on the Plant
Site. Accordingly, the Purchaser will only evaluate and conduct remediation, if necessary, on the
Property acquired. However, the Purchaser will cooperate with the parties participating
in the Plant Site in any way necessary towards the remediation of the Plant Site,
including providing access to the Plant Site from the Property if necessary.

I. Gost of Remediation. Not Applicable.

J. Purchase Price and Terms. $7 million. The Purchase Price shall be paid to coincide with the
remediation of the Plant Site on a mutually satisfactory basis. In addition, the purchase shall be
subject to the following Terms:

1. Earnest Money Deposit. Upon acceptance of this Proposal, $50,000 shall be deposited in




escrow as non-refundable earnest money deposit ('Earnest Money™}). In the event that
Purchaser terminates the Purchase Agreement. the Earnest Money shall be disbursed as the
MDEQ shall direct; and, in the event of closing it shall be applied against the Purchase Price.
2. As-Is where-Is Condition. The Purchaser shall purchase the Property in its "AS-IS,
WHERE-IS™ condition without representations or warranties as to its physical condition.

3. Purchase Agreement. The acquisition of the Property shall be consummated pursuant to a
Real Estate Purchase Agreement (“Purchase Agreement”) to be negotiated. The Purchase
Agreement shall refiect the terms of this Proposal and such other normal and customary
terms upon which the parties shall agree. The parties agree to negotiate in good faith and to
execute a Purchase Agreement within thirty (30) days following acceptance of this
Proposal.

4. Conditions. This offer is subject to the following conditions:

a. Good and marketable fee simple title in the Property, including all improvements thereon

shall be delivered to the Purchaser, free and clear of all liens and encumbrances, other
. than real estate taxes, utility and roadway easements and such other easements and
natural physical features which, in Purchaser’s sole discretion, will not interfere with
Purchaser’s intended use of the Property.

b. The risk of loss remains with the Owner until the Closing (as defined herein).
¢. The Property shall be insured as necessary until the Closing.

d. Inthe event that Purchaser's environmental examination of the Property reveals that
there is contamination on the Property refated to the Plant Site which cannot, in the
sole discretion of the Purchaser but after consultation with the MDEQ and EPA, satisfactorily
and economically be remediated, then in such an event, the Purchaser may terminate the
Purchase Agreement.

5. Due Diligence Period. The Purchaser shall have one hundred twenty days (120) following
the execution of the Purchase Agreement by the parties in which to examine and evaluate
the Property (the “Due Diligence Period™). The Purchaser may conduct such tests
(“Examination™) as it feels, in its sole discretion, are necessary for such purpose; provided,
however, that at a minimum the Purchaser shall conduct a Phase 1 and 2 environmental

evaluation of the Property and prepare a plan with cost estimates for its remediation if

. necessary (“Remediation Plan”). Purchaser will be given reasonable access to the Property
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in order to conduct. and agrees to repair any physical damage to the Property occasioned
by, such tests. In addition, the parties to the Purchase Agreement agree to provide
Purchaser alf copies of alf existing surveys, and title, environmentai, soil and such other
reports as eachhas in its possession. At the end of the Due Ditigence Period, the Pur
chaser shall notify the parties either that (A) the results of the Examination are unaccept
able to Purchaser, in which case the Purchase Agreement shall be null and void, or (B} that
Purchaser intends to close. In such an event, the Closing shall occur as provided in the
Purchase Agreement. [n the event that the transaction is not closed, the Purchaser shall
turn over to the MDEQ all right, title and interest in the reports, which were produced as
part of the Examination; provided, however, the Purchaser makes no representations
concerning the value or accuracy of such reports.

. Closing. The Closing (“Closing"} shall occur no later than sixty (60) days following the

expiration of the Due Diligence Period, at a time and place mutually agreed upon by the parties.

. Transter of Title. The transfer of the Property to Purchaser shall be by general warranty

deed.

. Fees and Expenses. Purchaser shall pay one-half of the closing costs and escrow fees,

excluding the seller transfer taxes if any, the other one-half shall be deducted from the
Purchase Price. Each party shall be responsible for its own legal expenses. Any other
fees shall be allocated as is customary in the State.

. Brokers Commission. The Purchaser, for its part, has engaged the services of Sawyer

Realty in the acquisition of this Property and agrees to pay any real estate commission due
Sawyer Realty. Otherwise, each party agrees to defend and indemnify the other party
fram claims of any other real estate broker claiming a commission through such party.

lil. Environmental Compliance.

The Purchaser and the Company have conducted projects in four states. To date, to the best of
its knowledge, the Company has never been issued a notice of violation from the United
States Environmental Protection Agency or any state or local environmental agency for any of
its projects.

10




The Purchaser has a bread range of experience in dealing with environmental matters as they
retate to the acquisition and development of real estate.

In general, The Purchaser customarily conducts a Phase 1 examination as part of any real
gstate acquisition. In many cases, a Phase 2 examination is conducted as well. In addition,
the following matters are worth noting.

A. In the development of the Lodge Casino in Black Hawk, Colorado, the Purchaser designed and
operated a state-of-the-art water treatment facility. The $1 million facility cleaned all ground
water exposed during construction prior to its release back into the ground or
adjacent creek bed.

B. At a cost of nearly $500,000, the Purchaser is nearing compietion of an environmental
impact statement (“EIS"} related to its project in D’lberville, Mississippi. The Purchaser
believes it is the first such EIS in support of a single casino to be conducted in the State.

C. During the construction of the Colonial Downs Racetrack, the Purchaser undertook an exten-
sive wetlands delineation and preservation program. Today, the site covers nearly 600 acres,
much of which remains virgin forest.

Purchaser’s environmental experience, including full compliance with related rules and regulations,
demonstrates its ability to properly deal with environmental issues confronted during the develop-
ment process and to bring creative solutions to bear.

IV. Conctusion

We are pleased to present this proposal to the MDEQ and the City of Vicksburg and look forward to
the successful implementation of the proposed Project.

Respectfully Submitted:

Jacobs Entertainment, Inc.

David C. Grunenwald
Vice-President of Development/Leasing

11
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Exhibit B

Our Company

We are a geographically diversified gaming and pari-mutue! wagering company with properties in
Colorado, Nevada, Louisiana and Virginia. We own and operate three land-based c¢asinos, six truck
plaza video gaming facilities and a horse racing track with three off-track wagering facilities. In
addition, we are party to an agreement that entitles us to a portion of the gaming revenue from an

additional truck plaza video gaming facility and lease and operate a fourth off-track wagering facility.

Strong, Experienced Management Team: Our senior management team is an experienced group of
industry veterans. The Campany today is largely the product of a merger of refated companies which
occurred in 2002, Jeffrey P. Jacobs, our Chairman and Chief Executive Officer, has been the Chief
Executive Officer since November 1996. Stephen R. Roark, has been our Chief Financial Officer and
President of Casino Operations since September 1995 and its Chief Financial Officer since 1993. lan
M. Stewart, has been our President of Pari-Mutuel Wagering and Video Poker Operations since Novem-
ber 1998 and its Chief Financial Officer since June 1997, Michael T. Shubic, our Regional Vice Presi-
dent of Gaming Operations, has over 25 years of experience in the gaming industry. The three general
managers of our casinos, who have a combined total of approximately 45 years of casino management
experience, report directly to Mr. Shubic. Rick Gottardi and Reid Smith oversee the day-to-day opera-
tions of our truck plaza video gaming operations, have over 20 years of combined experience in the
gaming industry and report directly to Mr. Stewart. We believe the expertise and experience of our
management team will enable us to enhance the operation of our existing properties and any proper-
ties we may acquire in the future.

Our Properties

The Lodge Casino — Black Hawk, Colorado:

The Lodge Casino in Black Hawk, Colorado, which commenced operations in June 1998, is one of 21
iand-based casinos located in the gaming district of Black Hawk. The Lodge services the greater
Denver metropolitan area population of approximately 2.6 million located 40 miles east of Black Hawk,
as well as customers from nearby communities such as Boulder and Fort Collins, Colorado and Cheyenne,




Wyoming. We believe that The Lodge's customers are primarily day trip patrons, approximatefy 70% of
whom reside in the greater Denver metropalitan area. As of December 31, 2002, the Black Hawk
market had approximately 9,360 gaming devices generating approximately $522 million in revenues for
the twelve months then ended. We are one of the largest
gaming facilities in the market and strive to offer a larger
average number of gaming devices, a wider variety of

amenities and more convenient free parking for patrans.

The Lodge is located on a 2.5 acre site that abuts
State Highway 119, with approximately 25,000 square

feet of gaming space on two floors containing 900 siot
machines and 25 table games, 50 hotel rooms, three restaurants, four bars and onsite parking for 600

vehicles. Our property includes a buffet and The White Buffale Grille, an upscale dining facility.

We utilize computerized slot data tracking systems that allow us to track individual play and payouts
and develop mailing lists for special events, contest play and promotions. The Lodge participates in
busing programs with unaffiliated transportation companies who transport patrons to Black Hawk/
Central City from the market areas described above. Biack Hawk Gaming has obtained an exemption as
a commaon carrier from the Colorado Public Utilities Commission and may elect to operate its own

busing program in the future.

The Gilpin Hotel Casino - Black Hawk, Colorado

The Gilpin Hotel Casino, which commenced operations in October 1992, is a 37,000 square foot facility
located on a one-acre site in the central Black Hawk gaming district. We expanded our facility through
the acquisition of an adjacent casino in early 1994, We were one
of the first casinos opened in Colorado following the legalization
of casino gaming in 1991. We offer 460
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slot machines, a restaurant and four bars. We also offer slot club, busing and other promotional pro-
grams, and have available to our customers 200 surface parking spots in the heart of historic Black
Hawk.

The Gitpin Hotel Casina is currently being expanded. We will place alt gaming operations on a single
floor and upgrade and renovate the overall structure. These improvements are budgeted to cost approxi-
mately $6.0 million. While we expect construction and other disruption during the renovation period will
temporarily adversely affect our business, we believe completion of these rengvations will enable us to
continue to compete effectively in the Black Hawk market and ultimately to improve our operating

resuits.

The Gold Dust West Casino — Reno, Nevada
The Gold Dust West Casino, located on 4.6 acres in Reno’s
central downtown gaming district, has been operating since

1978. The casino caters to residents of Reno and surroundg-

ing areas and has about 17,500 square feet of gaming
space, currently accommodating 500 siot machines. We
offer the Wildwood Restaurant, a 6,600 square foot dining facility, 106 motel rooms, and surface parking
for 275 vehicles. We implemented a slot player tracking system in September 20071, which should
facilitate improvement of the casino’s operating results. The Reno/Sparks, Nevada market area gener-
ated approximately $1.0 billion of gaming revenues for the 12 months ended October 31, 2002. There
were approximately 34 casinos in the Reno/Sparks market area as of October 31, 2002,

Louisiana Gaming Praperties
Our truck plaza properties consist of seven truck plaza video
gaming facilities located in Louisiana and a share in the gaming

. revenues from an additional Louisiana truck plaza gaming

4

&-. facility. Our properties include the Houma Truck Plaza and

Casino in Houma; Winner’s Choice Casino in Sulphur; Lucky
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Magnolia Truck Stop and Casino in St. Helena Parish: Bayou
Vista Truck Plaza and Casing in Bayou Vista, Colonel's Truck
Plaza and Casing in Thibodeaux; and Raceland Truck Plaza and
Casino in Raceland. We are also party to an agreement that

entitles us to a portion of the gaming revenues from Cash's
Truck Plaza and Casino in Lobdell. Each truck plaza features a convenience store, fueling operations, a
24-hour restaurant, and 50 video poker devices (except for Lucky Magnolia Truck Stop and Casino,

which has 40 devices).

The Louisiana video gaming industry consists of video gaming in 31 of Louisiana’s 64 parishes.
The industry is highly regulated and video gaming machines can only be placed in qualifying bars,
restaurants, hotels, off-track wagering facilities and truck plazas. In order to qualify for video gaming,
a truck plaza must offer diesel fuel, gasoline, a convenience store, a restaurant and a place for truck

drivers to shower and sleep. Our video gaming machines are

g n
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located in a separate gaming room that is designed to provide a
pleasant casino-like atmosphere. As of September 30. 2001,

Louisiana had 112 licensed truck plazas.

The Louisiana truck plaza video gaming market caters primarily to local residents whom we believe
contribute to the vast majority of truck plaza gaming revenue. We believe that most of our videg

gaming customers live within a five-mile radius of our properties.

Colonial Downs — New Kent, Virginia

Colonial Downs, which opened in 1997, is a racetrack in New
Kent, Virginia, which primarily conducts pari-mutuel wager-
ing on thoroughbred and harness racing. The track facility
was designed to provide patrons with a pleasant atmosphere
to enjoy quality horse racing. The outside grandstand area,

located on the first fioor of the track facility, has an occu-
pancy capacity of approximately 4,000 patrons. Also located on the first fioor of the track facility are




two simulcast television amphitheaters, two covered patio-seating areas. four bars, a large concession
tood court, gift shop, and wagering locations with approximately 72 tellers. The Jockey Club, which is
in the main grandstand area located on the third floor of the track facility, includes a full-service dining
area with a seating capacity of 548 patrons, two separate
lounge areas, and additional wagering locations with 24 tellers.
The Turf Club is a private ¢lub and contains 10 luxury suites
with skybox seating located on the fourth Hoor of the track

facility and has a wagering location with four tellers.

The one and one-quarter mile dirt track is one of the largest tracks in the United States and its 180-
foot wide turf track is the largest turf track in North America. These unique configurations have at-
tracted and are expected to continue to attract quality horses to the track. Colonial Downs has con-
ducted more than 80% of its thoroughbred races over the turf course for the last two years. thereby
estabiishing the track as a major turf racing center in America. Colanial Downs is developing the
$500,000 Virginia Derby, a turf race for three-year old thoroughbreds, into the marquee event of the

thoroughbred meet.

Finally, in September of 2002, Colonial Downs acquired 264 acres of land surrounding the racetrack for
further development,

Off-track Wagering Facilities, Virginia

In addition to our racetrack facility, we own and operate three off-track wagering facilities and lease and
operate a fourth facility in Virginia. These facilities provide simulcast pari-mutuel wagering on thor-
oughbred and harness racing from our racetrack and selected other racetracks throughout the United
States. Our off-track wagering facilities are located in Richmond, Chesapeake, Hampton, and
Brunswick. These facilities employ state of the art audio/video technology for receiving quality import
simulcast thoroughbred and harness racing from nationally known racetracks.

The facilities are structured to accommodate the needs of various patrons, from the seasoned
handicapper to the novice wagerer, and provide patrons with a comfortable, upscale environment




including a full bar and a range of restaurant services. in addition, self-serve automated wagering
equipment is available to patrons in order to make wagering more user-friendly to the novice and more
efficient for the expert. This equipment, with touch-screen interactive terminals and personalized
portable wagering terminals, provides patrons with current odds information and enables them to place
wagers and credit winning tickets to their accounts without waiting in line. Under current faw, before
we can open the two remaining off-frack wagering facilities permitted by our license, we are required 1o
win approval through a local referendum process in the municipalities in which the facilities will be

located.




The Gilpin Hotel Casino
Black Hawk, Colorado

B
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4 Off-Track
Wagering Facilities

L}

Virginia

Caclonial Downs Horse Racing Track
3 New Kent, Virginia

o

Under development in D'ibervitle,
Mississippi. 100,000 sq. ft. casing
with iuxury hotel and parking. $120-
150 million developmant.

12 Video Game Facilities
Louisiana
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D. C. 20549

FORM 10-Q

E QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the quarterly period ended September 30, 2002
OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number: 333-83242

JACOBS ENTERTAINMENT, INC.

(Rxact name of registrant as specified in its charter)

Delaware 34-1959351
{State or other juvisdiction of (I.R.S. Employer
Incorporation or organization) Identification No.)
240 Main Street,
Black Hawk, Colorado 80422
{Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code (303) 582-1117

Indicate by check mark whether the registrant (1} has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months {or for such shorter period that the registrant was required to file such reports),
and (2) has been subject to such filing requirerents for the past 90 days.

Yes [ No [X]

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Exchange Act).
Yes O No [E

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practicable date.
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Unaudited Consolidated Balance Sheets as of September 30, 2002 and December 31, 2001 1
Unaudited Consolidated Statements of Income for the three and nine months ended September
30, 2002 and 2001 2-3
Unaudited Consolidated Statement of Stockholders” Equity for the nine months ended
September 30, 2002 4
Unaudited Consolidated Statements of Cash Flows for the ning m g
2002 and 2001 5
N i lidated Financial Statements for the th d.ni ended
September 30, 2002 and 2001 6-15
. Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations 16-28
Irem 3. Quantitative and Qualitative Disclosure about Market Risk 29
Item 4. Controls and Procedures 20
PART II. OTHER INFORMATION
Item 1. Legal Proceedings 30
Item 2. Changes in Securities 30
Item 3. Defaults Upon Senior Securities 31
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Item 5. Other Information 31
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JACOBS ENTERTAINMENT, INC.

UNAUDITED CONSOLIDATED BALANCE SHEETS
September 30, 2002 and December 31, 2001
(Dollars In Thoosands)

Septemaber 36, December 31,
2002 2001

ASSETS
CURREN T ASSETS

- Cashand cash squivalents .
Resmcted cash

Total curtent assets 23,238 5,148

PROPERTY FPLANT AND EQUIPMEN
Land and imipro” ,"nts-..
Bullclmg and lmpmw:mems _ 103 935 52,189
“Bouipment, furnitireand fixuires © e Tl e o igsonan T
Leasehold improvements 315 1,109

AL64 . ases

* Bropar, ln

OTHER ASSETS:
Equity method investments

_, Mentifiable intangible assets

TOTALASSETS iy

LIABILITIES AND STOCKHOLDERS® EQUITY
CURREN T LIABILITIES:
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Total long-term debt 147,109 14,692

COMMITMENTS AND CONTINGENCIES
MINORITY INTEREST — 17,308

STOCKHOLDERS' EQUITY
- Common stock $.01 par vafue; 1,500 shares
Additional paid in capital
* ‘Remined sarnings

orized, issued and ourstanding g
27,992

35767

Total stockholders’ equity 64,679 63,759

BILITIES AND STOCKHGLDERS” EOU.

See notes (o unaudited consolidated financial statements
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JACOBS ENTERTAINMENT, INC.

UNAUDITED CONSOLIDATED STATEMENTS OF INCOME
For the Three Months Ended September 30, 2002 and 2001
(Dollars In Thousands)

Three Months Ended
September 30,

2002 2001

. Tdtﬁl'réwnues """

Promotional allowances - . o o H . (4.236}. . —

COSTS & EXPENSES:

Gaming:
N __Casinn -
 Pari.mutuel 6985
B 2 s

_ Convenience store - Fuel -
: .'.-Convemenca ‘Store <-Other:

ananzatmn and other non-recurrmg costs

Total costs and expenses 37,408 12,360

_ Interest income 32 —_

INCOME BEFORE EQUITY IN INVESTMENTS AND MINORITY
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INTEREST 1,786 (102)

_ i . e g
Minority interest in loss -~ Colonial — 369

NEFINGOME 7L 70 s M e g e

See notes to unandited consolidated financial statements
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JACOBS ENTERTAINMENT, INC

UNAUMTED CONSOLIDATED STATEMENTS OF INCOME
For the Nine Months Ended September 36, 2002 and 2001
(Dollars In Thousands)

Nine Months Ended
September 30,

2002 2001

REVENUES:
Gaming: _—

CCasingt e e

~ Truck stop 7

4 Paianiel
Food and beverage

_ Convenience store - Other

..,.3_’.018. :

col R Gl U T 0640 35,5050
Promotional allowance (9,743) —

Netrevenugs © o i

112897 35505 -

COSTS & EXPENSES:
Gaming:

Total costs and expenses 95,140 32,182

OPERATING INCOME '

Interestincome - 142
Interestexpemse

. INCOME BEFORE EQUITY IN INVESTMENTS AND MINORITY INTEREST 4,662 139
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Equity in (loss) samings of investments - Black Hawk and Lodge 7000 il i s L Ry BT
Minority interest in loss - Colonial 173 756

NETINCOME = -0 o

See notes to unaudited consolidated financial statements
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JACOBS ENTERTAINMENT, INC

UNAUDITED CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY
For the Nine Months Ended September 30, 2002
{Dollars In Thousands)

Conunon Stock Additional

Paid-in Retained
Shares Amount Capital Earnings Tolal

BALANCEs, L
CTANUARY 1,20020 00 ey

$ 27992 35767 $ 63759

1,935)
55

CONefincome sl R e 853

Distributions N _ (1,935)

See notes to unandited consolidated financial statements
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JACOBS ENTERTAINMENT, INC.

UNAUDITED CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Nine Months Ended September 30, 2002 and 2001
{Dollars In Thousands)

Nine Months Ended
Seplember 30,

OPERATING ACTIVITIES::
‘Net income
- Adjustments to reconcile netiincome:to net cash provided by operafing activites: 1111l
Equ1ty in Ioss (eammgs) of 1nvestments

 Black. Hawk,, aming
_ Coloma] Do ns

(12242

e

CASH AND CASH B EQUIVALENTS, BEGINNING OF THE YEAR BT L162

CASH AND CASH EQUIVALENTS, END OF PERIOD 3 156783 8§ 3,54

. SUPPLEMENTAL CASH FLOW INFORMATION




- Nonscashinvesting and financing activity |
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Acquisition of property

See notes to unaudited consolidated financial statements
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JACOBS ENTERTAINMENT, INC.

NOTES TO UNAUDITED CONSOLIDATED

FINANCIAL STATEMENTS

FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2002 AND 2001
{DOLLARS IN THOUSANDS)

1. BUSINESS AND ORGANIZATION

Jacobs Entertainment, Inc. (“JEI” or the “Company™) was formed on April 17, 2001, as an S-Corporation, to become a geographically
diversified gaming and pari-mutuel wagering company with properties in Colorado, Nevada, Louisiana, and Virginia. The Company’s
sole shareholders, who each own 50% of JEI's common stock, are Jeffrey P. Jacobs and the Richard E. Jacobs Revocable Trust, of
which Richard E. Jacobs is the sole trustee (collectively, “Jacobs™). As a result of the transactions described in Notes 4 and 5,
effective February 22, 2002, JEI owns and operates three land based casinos, six truck plaza video gaming facilities, and a horse
racing track with three off-track wagering facilities. In addition, the Company receives a percentage of gaming revenue from an
additional truck plaza video gaming facility and leases and operates a fourth off-track wagering facility. Until these acquisitions were
completed, the Company had not conducted any operations.

2.  SIGNIFICANT ACCOUNTING POLICES

Unaudited Consolidated Financial Statements - In the opinion of management, the accompanying unaudited consolidated financial
statements reflect all adjustments, consisting only of normal recurring accruals, which are necessary for the fair presentation of the
financial position of the Company as of September 30, 2002 and December 31, 2001 and the results of its operations and cash flows
for the three and nine-month periods ended Septemnber 30, 2002 and 2001. The accompanying unaudited consolidated financial
statements include the various accounts of the Company after giving effect to the February 22, 2002 acquisitions as more fully
described in Note 5. All significant inter-company transactions and balances have been eliminated in conselidation.

The accompanying unaudited consolidated financial statements should be read in conjunction with the consolidated financial
statements and notes thereto of JEI and its most significant subsidiary, Black Hawk Gaming & Development Company, Inc.
contained in the Company’s Form 5-4 for the year ended December 31, 2001, filed with the 1.8, Securities Exchange Commission.
The results of interim periods are not necessarily indicative of the results to be expected for the year ending December 31, 2002.

Reclassifications — Certain amounts have been reclassified within the 2001 financial statements to conform to the presentation used in
2002.

Recent Accounting Pronouncements

In July 2001, the Financial Accounting Standards Board (“FASB™} issued Statement of Financial Accounting Standards No. 141
(“SFAS 141™), “Business Combinations,” which is effective July 1, 2001. SFAS 141 requires the purchase methed of accounting for
business combinations initiated after June 30, 2001 and eliminates the pooling-of-interests method. We are currently in the process of
evaluating the impact of SFAS 141 on the February 22, 2002 acquisitions. Specifically, we are in the process of obtaining third party
valuations of our tangible assets and third party identification and valuation of intangible assets associated with these acquisitions.

6
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However, we do not believe the implementation of SFAS 141 will have a material impact on our financial position or results of
operations.

In July 2001, the FASB issued SFAS No. 142 (“SFAS 1427}, “Goodwill and Other Intangible Assets,” (see Note 3).

In October 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.” This
statement addresses financial accounting and reporting for the impairment or disposal of long-lived assets. This statement supersedes
FASB Statement No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of,” and
the accounting and reporting provisions of Accounting Principles Board Opinion No. 30, “Reporting the Results of Operations—
Reporting the Effects of Disposal of a Segment of 2 Business, and Extraordinary, Unusual and Infrequently Occurring Events and
Transactions.” This statement also amends Accounting Research Bulletin No. 51, “Consolidated Financial Staternents,” to eliminate
the exception to consclidation for a subsidiary for which control is likely to be temporary. This statement requires that one accounting
model be used for long-lived assets to be disposed of by sale, whether previously held and used or newly acquired. This statement
also broadens the presentation of discontinued operations to include more disposal transactions. We adopted the provisions of this
statement at the beginning of 2002 without an impact on our financial position or results of operations.

In April 2002, the FASB issued SFAS No. 145 “Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASB Staternent
No. 13, and Technical Corrections.” FASB No. 4 required all gains or losses from extinguishments of debt to be classified as
extraordinary items net of income taxes. SFAS No. 145 requires that gains and losses from extinguishments of debt be evalnated
under the provisiens of Accounting Principles Board Opizion No. 30, and be classified as ordinary items unless they are upusual or
infrequent or meet the specific criteria for treatment as an extraordinary item. This statement is effective January 1, 2003. We do not
anticipate that the adoption of this statement will have a material effect on our financial position or results of operations.

In July 2002, FASB issued SFAS No. 146, “Accounting for Costs Associated With Exit or Disposal Activities.” This Statement
addresses financial accounting and reporting for costs associated with exit or disposal activities and nullifies EITF Issue No. 94-3,
“Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity (including Certain Costs
Incurred in a Restructuring).” This Statement requires recognition of a liability for a cost associated with an exit or disposal activity
when the liability is incurred, as opposed to when the entity commits to an exit plan under EITF No. 94-3. SFAS No. 146 is to be
applied prospectively to exit or disposal activities initiated after December 31, 2002. We do not anticipate that the adoption of this
statement will have a material effect on our financial position or results of operations.

3. GOODWILL AND OTHER INTANGIBLE ASSETS

SFAS 142 applies to intangibles and goodwill acquired after June 30, 2001, as well as goodwill and intangibles previously acquired.
Under SFAS 142, goodwill as well as other intangibles determined to have an indefinite life will no longer be amortized; however,
these assets will be reviewed for impairment on a periodic basis. The Company adopted SFAS 142 on January 1, 2002, has completed
its transitional impairment test, and has determined that no impairment of its goodwill balances exists. In addition, the Company has
reassessed the useful lives of its identifiable intangible assets without any change to the previously established amortization periods of
such assets,
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The amortization expense and net income of JEI for the three and nine months ended September 30, 2001, are as follows:

Three Months Nine Months
Ended September 30, Ended September 30,
2001 2001

Add back: Goodwill amortization 101 228

4. LONG TERM DEBT

On February 8, 2002, JEI completed a $125,000 private placement of 11 7/8% Senior Secured Notes (the “Notes™) due 2009, with
interest payable on each February 1 and August 1, with payments beginning August 1, 2002. The Notes were issued at a 3.96%
discount from their principal amount, resulting in a discount of $4,950, which is being amortized using the effective interest method
over the expected life of the Notes. The proceeds of the Notes were primarily used to fund the acquisition of the common stock of the
entities described in Note 5, and to refinance certain debt of these entities in connection with the acquisitions. The Notes are secured
by the assets and stock of, and are guaranteed by, the acquired entities. JEI has no independent assets or operations, and the
guarantees on the Notes are full and unconditional and joint and several.

Effective July 12, 2002, the Company entered into a $10,000 line of credit (“LOC”) agreement with Foothill Capital Corporation,
expiring July 12, 2007. The LOC bears interest at the prime rate published by Wells Fargo Bank, plus 1.75%. The LOC is
collateralized by the land, buildings and related improvements of the Lodge and the Gilpin Hotel Casino, the company's Colorado
casino properties. The security interests under the terms of the LOC are contractually senior to the security for the Notes.

5. ACQUISITIONS

On February 22, 2002, IEI simultaneously completed the acquisition of 2 100% interest in entities in which Jacobs owned either a
full, majority, or minority interest. The entities involved in the transaction and the accounting treatment for the components of the
acquisitions are described below.

Diversified Opportunities Group Lid. (“Diversified”) and Jalou L.L.C. and Jalou II (collectively, “Jalou”} - Jacobs contributed
substantially all of their interests in Diversified and their 100% interest in Jalou IT in exchange for 100% of the common stock of JEL
On the acquisition date, prior to the acquisition of the remaining shares of the entities described below, Diversified owned 100% of
Jalou L.L.C., approximately 44% of Colonial Holdings, Inc. (“Colonial™), approximately 32% of Black Hawk Gaming &
Development Company. Inc. (“Black Hawk™), and a 25% interest in the Lodge Casino at Black Hawk (the “Lodge™), located in Black
Hawk, Colorado, of which the remaining 75% is owned by Black Hawk. The exchange of JEI shares for the interests of Diversified
and Jalou II an February 22, 2002, was accounted for as a combination of entities under common control, which is similar to the
pooling of interests method of accounting for business combinations. Accordingly, JEI's results from January 1, 2001, through
February 22, 2002, include 44%, 32%, and 25% of the vperations of Colonial, Black Hawk, and the Lodge, respectively, and 100% of
the operations of these entities thereafter as a result of the acquisition of the remaining shares of these entities on February 22,

]
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2002, Furthermore, the pror year financial statements of JEI reflect the pooled financial position, based on historical cost, and the
results of operations of JEI, Diversified, and Jalou II as a result of the combination of entities under common control on Febmary 22,
2002,

Jalou- Jalou owns and operates six truck plaza video gaming facilities, and receives a percentage of gaming revenue from an
additional truck plaza videc gaming facility in Louisiana. The ownership interest of Jalou LLC and Jalou II (collectively, *“Talou™) and
the acquisition dates for each property are as follows.

Jalow LLC — Houma Truck Plaza and Casino and an interest in the gaming revenues of Cash’s Truck Plaza and Casino were
acquired on February 7, 2001. Bayon Vista Truck Plaza and Casino and Lucky Magnolia Truck Stop and Casino were
acquired on Janwary 11, 2002, and Raceland Truck Plaza and Casino was acquired on February 22, 2002.

Jalou Il - Winner’s Choice Casino was acquired on February 7, 2001, and Colonels Truck Plaza and Casino was acquired on
January 11, 2002.

These acquisitions were recorded using the purchase method of accounting for business combinations, and the total purchase price for
these properties acquired in 2002 was approximately $20,282.

Colonial - Colonial owns and operates a horseracing track with three off-track wagering facilities, and leases and operates a fourth
off-track wagering facility in Virginia. On February 22, 2002, JEI acquired the remaining 56% of Colonial’s commeon stock for
approximately $4,820, which was recorded using the purchase method of accounting for business combinations, and accordingly,
100% of Colonial’s operations are included in JEI's results for the period subsequent to the acquisition date.

Black Hawk — Black Hawk owns a 75% interest in the Lodge and 2 100% interest in both the Gilpin Hotel Casino and the Gold Dust
West Casino, located in Black Hawk, Colorado, and Reno, Nevada, respectively. On February 22, 2002, JEI acquired the remaining
68% of Black Hawk's common stock for approximately $36,980 and assumed and refinanced approximately $39,950 of Black
Hawlk’s omtstanding debt. This transaction was recorded using the purchase method of accounting for business combinations, and
accordingly, 100% of Black Hawk’s operations are included in JET's results for the period subsequent to the acquisition date.

Identifiable intangible assets resulting from these acquisitions are comprised of $6,000 in revenue rights associated with the
acquisition of Cash’s Truck Plaza and Casino, and $2,046 in device use rights associated with the acquisitions of Houma Truck Plaza
and Casino, Bayou Vista Truck Plaza and Casino, Lucky Magnolia Truck Stop and Casino, Raceland Truck Plaza and Casino,
Winner’s Choice Casino and Colonels Truck Plaza and Casino. The revenue rights and the device use rights will be amortized over 50
years and 5 vears, respectively, representing the initial terms of the related zgreements. Goodwill resulting from the transactions is
attributabie 0 anticipated future cash flows associated with the acquired entities.

Assuming the transactions occurred at the beginning of each period presented, pro forma revenue and net income would have been as
follows:

Nine months ended
September 30,

2002 001

Net income ' $ 4107 § 9655
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The pro forma information is not necessarily indicative of the results of operations that would have oceurred had the acquisitions
oceurred at the beginning of each period presented. The September 30, 2002 pro forma results include non-recurring charges related
to stock options, derivative termination, and write-off of unamortized debt issuance costs at Black Hawk of $3,165, $2,655, and
$1,543, respectively.

6. SEGMENTS

As defined by SFAS No. 131, “Disclosure about Segments of an Enterprise and Related Information”, the following segment
information is presented after the elimination of inter-segment transactions. JEI has four reportable segments {Colorado, Nevada,
Colonial, and Jalou) representing the states in which we operate our casinos, and the subsidiaries in which we operate our pari-mutuel
and truck plazasvideo poker facilities, respectively. The Colorado operations consist of the Lodge and Gilpin casinos, and the Nevada
operations consist of the Gold Dust West casine. The Colonrial operations consist of the pari-mutuel operations and the Jalou
operations consist of the truck plaza / video poker facilities. Each segment is managed separately because of the unique characteristics
of geographic location, revenue stream, and customer base. The accounting policies of the segments are the same as those described
in Nate 2. The carporate operations represent all other revenues and expenses, and they are also shown.

10
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Three Months Epded September 30, 2001
(Balance Sheet data as of December 31, 2001)
(Dollars In Thousands)

Colorado Nevada Colonial Jalou : Total

Revenues
Pari-mumel . . o

| Pood & beverage -

~ Convenience store-Fuel
Other

e R R S Vi T N il I

. .T,838

554
1,747

i Total revenies

Corporate adjustments and eliminations 403

" Consolidated el rvenes

' Giveriting tncoms

As of and for the Three Meonths Ended September 3G, 2602
(Dollars In Thousands)

Colorade Nevada Colonial Jalou Total

. Revenues
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3 339

7 Fbod and beverage
Convénience stors<Fuel
Convenience store-Other

“Hoteh oo
Other

petalvevennies T D e s0R . i 838"
Promotiona!l allowance (3.585) (651) — — (4,236)

et rventes

Toul ieis

Corporate adjustments and eliminations 782

C L Consolidated i

11
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Nine Months Ended September 30, 2001
(Balance Sheet data as of December 31, 2001)
(Dollars In Thousands)

Colorade  Mevada Colonfai Jalou Tatal

Revenues
Gaming
Pari-mutuel
Food & beverage
Convenience store - Fuel — — — 4287 4,287

RS A
— 21,445

Pauity in eamings of iivestments

' Corporate adjlisimenty and elininations

As of and for the Nine Months Ended September 30, 2002
{Dollars In Thousands)

Colorado Nevada Colonial Jalou Total

| . Revenues
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Gammg
Casino

Truck stop _
Pariatnel
_ Food and bevcrage o
" Convenience stare - Biel: -
Convemence stare - OIher_ _

Ot.her

CTemlrevenues o loc e D 35289 ; 30748 122,640
Promotional allowance (8,301) (1 442) -— — (9,743}

Operating income:

- Corpotate adjustments-and eliminations

'/ Consolidated ape

Bty in loss of tivestments

12
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7. SIGNIFICANT SUBSIDIARY INFORMATION

For the period prior to the acquisition of Black Hawk on February 22, 2002, the Company accounted for its 32% interest in Black
Hawk and its 25% interest in the Lodge using the equity method. Condensed data for the three and nine-month periods ended
September 30, 2001 is as follows:

(In Thousands) (In Thousamds)
Niue Months Ended Threx Mosnths Ended
September, 30 2001 September, 30 2001
Black Hawk Lodge Black Hawk Lodge
REVENUES
;‘;Casmﬂ T
_“Food and beverage
" Hak'-l

(12,704) (7,903) {2,812)

: ‘Marketmg, general and adm _1stra1we
. Privatization and ather non-recumng costs
. Depreciation and amortization .

T LI

Total costs and expenses 62,818 36,166 21,673 12,646

Interest income 145 77 i1 19

INCOME BEFORE MINORITY INTEREST AND INCOME

TAXES 6.832 5.832 3,003 2,291

INCOME BEFORE INCOME TAXES 5,374 5,832 2,520 2,291
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8. COMMITMENTS AND CONTINGENCIES

Op May 25, 2001, a lawsuit was filed in The United States District Court for the District of Colorado (Case No. 01-D-0964) by
Central City, several casino operators located in Central City and others against the City of Black Hawk, the Black Hawk Casino
Owners Association and several casino operators located in the City of Black Hawk, including Black Hawk. The suit alleges that the
defendants caused economic harm to the plaintiffs by engaging in a conspiracy and scheme to harm competition, restrain trade and
monopolize the gaming industry in the Gilpin County, Colorado market in violation of federal and state constitutional, statutory and
common law. Also, the complaint alleges that starting in 1996 the City of Black Hawk began interfering in Central City’s plans to
construct a road directly from Interstate 70 to Central City. The plaintiffs seek compensatory, treble and exemplary damages against
the defendants in amounts to be proven at trial along with interest, costs and attorneys” fees. Black Hawk belizves that this lawsuit 15
without merit and intends to contest it vigorously.

On June 25, 1999, a complaint against the Lodge and John Does 1-3 was filed by a casino operating downstream from these casinos.
The complaint alleges, among other things, that the plaintiff is being damaged by subsurface water flows onto its property from the
Lodge property and the properties of John Does 1-3. The Lodge has denied all liability and has turned the matter over to its insurance
cartier for defense. The Lodge does not believe the suit has merit and will continue to defend against the allegations alleged by the
plaintiff. The Lodge does not believe the suit will result in any material liability, however, no assurance can be given in this regard.

The Company is involved in routine litigation arising in the ordinary course of business. These matters are believed by the Company
to be covered by appropriate insurance policies.

14
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9, RELATED PARTY TRANSACTIONS

The Company provides monthly management and accounting services to truck stops owned by an affiliate. In addition, the affiliate
purchases repair parts from the Company. Total charges to affiliate for management services and repair part purchases totaled $120
for the nine months ended Seprember 30, 2002.

As of September 30, 2002, the Company had recorded a receivable of $73 from the affiliate for management services and repair part
purchases, This amount was paid by the affiliate in November 2002.

In addition, the Company advanced $28 in early July 2002 to an affiliate, which was repaid in November 2002.

15
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

This section discusses the results of our operations on a historical basis followed by a discussion of our results of operations
on a “pro forma basis” beginning on page 22. The pro forma information is provided to present the resuits of our operations as
though the business combinations described herein had been completed at the beginning of each period presented. You should read
the following discussions and analyses in conjunction with the audited consolidated financial statements of the acquired entities as of
December 31, 2001 included in our Form $-4 filing. Certain statements contained in this Management’s Discussion and Analysis of
Financial Condition and Results of Operations constitute “forward-looking statements,” which statements involve risks and
uncertainties.

Historical information, other than revenues, may not necessarily be meaningful, as our cost strucntre, debt structure,
capitalization, and the gverall composition of our company following the transactions discussed herein and our Form 54 filing have
significantly changed. Further, the historical information should not necessarily be taken as a reliable indicator of our furure
performance due to the recent acquisitions.

Introduction

On Febroary 22, 2002, we completed a merger transaction, which was primarily funded by the proceeds from the issuance of
$125 million in senior secured notes on February 8, 2002. These notes bear an 11 7/8% interest rate and are due in 2009. The
principal componemnts of the merger transaction are as follows:

On February 22, 2002 Jeffrey P. Jacobs and The Richard E. Jacobs Revocable Trust contributed substantially all of their
interests in Diversified Opportunities Group Lid, (“Diversified”) and their combined 100% interest in Jalou II in exchange for 100%
of the common stock of JEL On the acquisition date, immediately prior to the acquisition of the publicly held shares of Black Hawk
Gaming & Development Company, Inc. (“BHWK") and Colonial Holdings, Inc. (*Coelonial”) described below, Diversified owned
100% of Jalou L.L.C., approximately 44% of Colonial, approximately 32% of BHWK, and a 25% interest in the Lodge Casino at
Black Hawk (“the Lodge"™) (of which the remaining 75% was owned by BHWK). The exchange of JEI shares for the interests of
Diversified and Jalou I was accounted for as a combination of entities under common control, which is similar to the pooling of
interests method of accounting for business combinations. As a result, the results of operations of Diversified and Jalou If are
presented in the JEI income statement as though this transaction had been completed at the beginning of each year presented.

The ownership interest of the Jalou entities and the acquisition dates for each property are as follows:

Date acquired
Jalou, LL.C:
Houma Truck Plaza and Casine February 7, 2001
Cash’s Casino February 7, 2001
Bayou Vista Truck Plaza and Cagino January 11, 2002
Lucky Magnolia Truck Stop and Casino Tanuvary 11, 2002
Raceland Truck Plaza and Casino February 22, 2002
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Jalon II:
Winner’s Choice Casino February 7, 2001
Colonel’s Truck Plaza and Casino January 11, 2002

These acquisitions were recorded using the purchase method of accounting for business combinations, and the total purchase
price for the properties acquired in 2002 was approximately $20.3 million.

On February 22, 2002, JEI also acquired the remaining 56% of Colonial’s common stock for approximately $4.8 million,
which was recorded using the purchase method of accounting for business combinations. JEI also acquired the remaining 68% of
BHWK's common stock for approximately $37.0 million on February 22, 2002. This transaction was recorded using the purchase
method of accounting for business combinations. As a result, the operations of Colonial and BHWK are consolidated with JEI for the
period subsequent to the February 22, 2002 acquisition date.

All of the Jalou property acquisitions completed prior to December 31, 2001, were accounted for using the purchase method of
accounting, Accordingly, the results of Diversified and Jalou I for the year ended December 31, 2001 include the completed
Louisiana agquisitions from the date of acquisition. We have described below the detail of the components of the operations of JEI for
the periods presented.

As a result of this transaction, we are a geographically diversified gaming and pari-mutuel wageting company with properties
in Colorado, Nevada, Louisiana and Virginia. We own and operate three land-based casinos, six truck plaza video gaming facilities
and a horseracing track with three off-track wagering facilities. In addition, we are a party to an agreement that entitles us to a portion
of the gaming revenue from an additional truck plaza video gaming facility and we lease and operate a fourth off-track wagering
facility.

We have elected to be taxed under the provisions of Subchapter “S” of the Internal Revenue Code of 1986. Under those
provisions, the owners of our company pay income taxes on our taxable income.

As a result of the acquisition and privatization of the entities described above at various times during the current nine month
period ended September 30, 2002, we have experienced a number of changes during the nine month periods covered in these
discussions, resulting in increases in the number of subsidiaries and investments as discussed above.

Comparison of the kistorical operations for the nine months ended Seprember 30, 2002 to the nine months ended
September 30, 2001

The following discussion presents an analysis of the historical results of our operations for the nine months ended September
30, 2002 as compared to the nine months ended September 30, 2001.

For the nine months ended September 30), 2002 the consolidated statement of income of Jacobs Entertainment, Inc. consisted
of the following:

a The consolidated operations of Colonial for the period from January 1, 2002 through February 22, 2002,
reduced by the 56% minority interest in earnings reflecting the earnings attributable to the common stock of
Colonial not owned prior to the acquisition of the minority interest on February 22, 2002 {affiliates of JEI
owned a controlling financial interest through a majority voting interest of over fifty percent of the outstanding
voting shares of Colonial); plus
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All of the operations of Colonial for the period from February 22, 2002 through September 30, 2002 because of
the acquisition of the minority interest on February 22, 2002; plus

All of the operations of Jalouw LLC attributable to Houma and an interest in the gaming revenues of Cash’s for
the entire nine months ended September 30, 2002, plus

All of the operations of Jalou II attributable to the Winner's Choice for the entire nine months ended September
30, 2002; plus

All of the operations of Jalou LLC attributable to Lucky Magnolia and Bayou Vista for the period from their
January 11, 2002 acquisition date through September 30, 2002; plus

All of the operations of Jalou II attributable to Colonel’s for the period from its January 11, 2002 acquisition
date through September 30, 2002; plus

All of the operations of Jalou LLC attributable to Raceland from its February 22, 2002 acquisition date through
September 30, 2002; plus

25% of the equity in eamings of the Lodge for the period from January 1, 2002 through February 22, 2002, plus
32% of the equity in earnings of BHWK for the period from January 1, 2002 through February 22, 2002; plus

100% of the operations of BHWK (which includes the Lodge) for the period from February 22, 2002 through
September 30, 2002 because of the acquisition of the remaining shares on February 22, 2002.

For the nine months ended September 30, 2001, the consolidated statement of income of JEI consisted of the

following:

a.

The consolidated operations of Colonial for the period from Januvary 1, 2001 through September 30, 2001,
reduced by the 56% minority interest in earnings reflecting the eamings atributable o the common stock of
Colonial not owned priot to the acquisition of minority interest on February 22, 2002; plus

All of the operations of Jalou IT attributable to Winner’s Choice for the period from its February 7, 2001
acquisition date through September 30, 2001, plus

All of the operations of Jalou LLC attributable to Howma and an interest in the gaming revenues of Cash’s for
the period from their February 7, 2001 acquisition date to September 30, 2001; plus

25% of the equity in earnings of the Lodge for the period from January 1, 2001 through September 30, 2001;
plus

32% of the equity in carnings of BHWK for the period from January 1, 2001 through September 30, 2001.

As illustrated by the differing entities and periods covered by the various transactions discussed above, a comparison
between the nine-month periods on a historical basis is difficult.
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A summary of our consolidated operating results for the three and nine months ended September 30, 2002 and 2001 is as
follows:

{In Thansands) {In Thousands)
Three Months Ended Nine Months Ended

September 30, September 30,
2092 2001 2002 2001

aming:Pari-mutuel |
Ot L R T

"""" 8033

a1

The overall composition of our financial position and the results of our operations have significantly changed for the three and
nine-month periods ended September 30, 2002 as compared to the three and nine-month periods ended September 30, 2001. The
changes are primarily atiributable to the following factors:

. The 2002 results include 100% of Colonial’s operations for the period following the February 22, 2002
acquisition date plus 44% of the operations prior to that date in 2002, due to the 56% minority interest (which
existed until the February 22, 2002 acquisition date), whereas the comparable 2001 period includes 44% of
Colonial’s operations for the entire period. We will no longer record minority interest for the results of
operations subsequent to February 22, 2002 because we own 100% of Colonial as of that date. The
comparability of pari-mutuel revenues is not impacted by the acquisition of stock from the minority
shareholders because Colonial's results were also consolidated in 2001, Furthermore, the decrease in our three
month ended September 30, 2002 pari-mutuel] revenue from the three month period ended September 30, 2001
is due primarily to the 2002 thoroughbred meet opening in June 2002 while the 2001 thoroughbred meet opened
in July 2001.

. The 2002 results include 100% of BHWK's revenues for the period from the February 22, 2002 acquisition date
through September 30, 2002 whereas BHWK's and the Lodge’s results were included as a component of equity
in (loss) earnings of investments for periods prior to February 22, 2002. We will no longer record “equity in
(loss) earnings of investments” relative to BHWK and the Lodge because we now own 100% of BHWK, which
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includes the Lodge. Our equity in eamnings of investments went from approximately $2.4 million in eamings for
the nine months ended September 30, 2001 to a $2.0 million loss for the current nine-month period. This is
primarily the result of the write off of various costs and
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expenses of BHWK relating to our acquisition of remaining shares on February 22, 2002. See Note 5 in the
accompanying notes 1o the unaudited consolidated financial statements for a description of these costs.

. In addition to gaming revenue for BHWK for the period described above, the 2002 results for gaming revenue
also include video poker revenue for the periods indicated from all 7 truck stops locations, whereas the 2001
results include only 3 locations due to the timing of the truck stop acquisitions described above.

. Other revenue in 2001 is primarily comprised of sales from our convenience store, fuel and restaurant
operations located in the three truck stop facilities that we owned in 2001. Other revenue in 2002 consists of
similar revenues from 4 additional truck stops that we acquired early in 2002, food and beverage revenues from
our casinos subsequent to February 22, 2002, and revenue from our two hotels attached to the Lodge and Gold
Dust West subsequent to February 22, 2002 (recall that all casino operations were included as a component of
equity in (loss) eamings for periods prior to the February 22, 2002 acquisition date); and

. Interest expense in 2002 includes charges related to our $125.0 million debt offering which occurred on
February 8, 2002, whereas the 2001 results do not.

Critical Accounting Policies

The preparation of financial statements in accordance with accounting principles generally accepted in the United States of
America requires management to make estimates and assumptions that affect the reported amount of assets and lLiabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting periods. We periodically evaluate our policies and the estimates and assumptions related to these
policies. All of cur subsidiary companies operate in a highly regulated industry. In cur Colorade, Virginia, Louisiana and Nevada
operations, we are subject to regulations that describe and regulate operating and internal control procedures. The majority of our
casino revenue is in the form of cash, personal checks, credit cards or gaming chips and tokens, which by their nature do not require
complex estimations. We estimate certain liabilities with payment periods that extend for longer than several months. Such estimates
include our slot club liabilities, ontstanding gaming chip, token and pari-mutuei ticket liability, self-insured medical and workers
compensation liabilities, and litigation costs. We believe that these estimates are reasonable based on our past experience with the
business and based upon our assumptions related to possible outcomes in the future. Future actual results will likely differ from these
estimates.

Long-lived Assets

We have determined that the policy associated with our long-lived assets, goodwill and identifiable intangible assets, and
related estimates are critical to the preparation of our consolidated financial statements. We have a significant investment in long-
lived property and equipment. We estimate that the undiscounted future cash flow expected to result from the use of these assets
exceed the current carrying value of these assets. Any adverse change to the estimate of these undiscounted cash flows could
necessitate an impairment charge that would adversely affect operating results. We estimate the useful lives for our assets based on
historical expetience, estimates of assets’ commercial lives, and the likelihood of technological obsolescence. Should the actual useful
life of a class of assets differ from the estimated useful life, we would record an impairment charge. We review useful lives and
obsolescence and assess commercial viability of our assets periodically.
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Liquidity and Capital Resources

On February 22, 2002 we compieted the sale of $125 million of our senior secured notes. Our notes are due 2009 and we pay
annual interest at the rate of 11 7/8 % on a semi-annual basis. The notes were offered at 96.04 of par and we received net procesds at
closing of $120.05 million. We utilized the proceeds of the Notes plus cash from our combined companies of approximately $8.0
million to acquire the remaining shares of BHWK for approximately $37.0 million {which includes $3.1 million for the buyout of all
outstanding options at February 22, 2002), assume and refinance BHWK’s existing reducing revolving credit facility totaling
approximately $60.0 million and pay BHWK s interest rate swap breakage costs of $1.1 million (net of tax benefit) on the acquisition
date; acquire the remaining shares of Colonial for $4.8 million; pay the cash portion of the purchase price for the Louisiana truck
plazas of $14.5 million; pay accrued interest, advances and other payables to affiliates of $3.2 million; and pay remaining transaction
fees and expenses incurred subsequent to December 31, 2001, totaling an estimated $2.4 million. In addition, we issued $5.8 million
of promissory notes to the sellers of the Louisiana truck plazas we acquired.

At September 30, 2002, after giving effect to the recent acquisitions, cash and cash equivalents are approximately $15.7
million. Our total debt approximates $149.6 million,

We entered into a new $10 million senior credit facility on July 12, 2002. The trustee under the indenture entered into an
intercreditor agreement with the lender under the new credit facility, which, among other things, subordinated some of the liens
securing the senior secured notes and the guarantees to the indebtedness under the new credit facility with respect to a portion of the
assets securing the new credit facility. The new senior credit facility carries an interest rate of 1.75% above the prime rate and expires
in July 2007,

Our future liquidity, which includes our ability to make semi-annuat interest payments, depends upon the future success of the
overall Company. Additionally, our ability to successfully integrate our operaticns is a significant factor in the overall generation of
our cash flows from operations.

At present, we do not have any off-balance sheet financing arrangements or transactions with unconsolidated, limited purpose
entities nor are any contemplated in the future.

We believe that our cash flow from operations, cash and cash equivalents and our senior $10 million credit facility discussed
above will be adequate to meet our debt service obligations as well as our capital expenditure requirements for the next twelve
months. However, we can give no assurance that these sources of cash will be sufficient to enable us to do so. Further, in addition to
our normal capital expenditure requirements, we began a $6.0 million expansion of the Gilpin in the third quarter of this year, and we
anticipate that we wil] pursue the acquisition of other properties and engage in new development opportunities. We believe we will be
able to pay for the expansion project of the Gilpin out of our existing cash flow over the nine-month estimated construction time of
the addition. However, we may need to enter into new financing arrangements and raise additional capital in the future if we are
unable to sustain our current operations. Our ability to incur additional debt is further resiricted by the terms and covenants of our
senior secured notzs, We can give no assurance that we will be able to raise capital or obtain the necessary sources of liquidity and
financing on favorable terms, if at all. Additionally, any debt financing that we may incur in the future will increase the amount of our
total outstanding indebtedness and our debt service requirements, and heighten the related risks we currently face.

We also face the risk that there could be a decline in the demand for our products and services, which would reduce our ability
to generate funds from operations. While we believe our cash flows are geographically diverse, at present we do have a significant
concentration of cash flows
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generated in the Black Hawk gaming market. Shouid the Black Hawk market decline or become saturated or shonld the competition
erade our market share, we would suffer a decline in the available funds generated from operations. If this were to occur, there exists
the possibility that our credit rating conld be downgraded, which would further reduce our ability to access the capital markets and
obtain additional or alternative financing.

The following table provides disclosure concerning JEI's obligations and commitments to make future payments under contracts,
such as debt and lease agreements, and purchase and other long-term obligations as of September 30, 2002.

Less than 1 13 4-5 After §
(In Thousands) Toial Year Years Years Years

Long-Term Deb

rating Leases 2)

1 9 Lo ?=:$
12,531

(1} Long-term debt includes amounts owing under the terms of the Notes, the Black Hawk special assessment bonds,
indebtedness of Colonial Holdings, the existing and new Louisiana Properties’ ssiler notes, and the subordinated debt to
affiliate.

(2) Operating leases include a land and warehouse lease for the Gold Dust in Reno, Nevada, as well as other leases for
property and equiptnent.

(3) Other long-term obligations include the commitment of the Company’s truck stop operations to pay $1 per video poker
machine per day, plus $1,000 per machine annually in licensing to an outside party to maintain its video poker machines in
its truck stop premises. Other long-term obligations also include amounts payable under employment contracts described
in the Company’s Form S-4 for the year ended December 31, 2001, filed with the U.S. Securities Exchange Commission.

In addition, JEI has the following commitments and obligations:

. JEL through its subsidiary Colonial, has entered into an agreement with a totalisator company, which provides
wagering services and designs, programs, and manufaciures totalisator systems for use in wagering applications. The
basic terms of the agreement state that the totalisator company shall provide totalisator services to Colonial for all
wagering held at Colonial’s facilities through 2004 at a rate of .365% of handle. In addition, Colonial agreed to use
certain equipment provided by the totalisator company.

L JEL through the Lucky Magnolia, has an obligation to pay 4.9% of its net video poker revenue, after associated state
taxes, for as long as video poker machines are operated on the property.
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Pro Forma Results of Operations

The following pro forma information is provided to present the results of operations as though the business combinations
described above had been completed at the beginning of each of the nine months ended September 30, 2002 and September 30, 2001,
The information presented is by each state in which we now have operations and presents our EBITDA by each business segment
because this is how management reviews and analyzes the results of operations of each of our properties. EBITDA (earnings before
interest, taxes, depreciation, amortization, privatization and other non-recurring costs) is presented as a supplement in the tables
below and in the discussion of our operating results. EBITDA can be computed directly from our consolidated statements of income
by adding the amounts shown for (1) depreciation and amortization and (2) privatization and other non-recurring costs to operating
income. This information should not be considered as an alternative to any measure of performance as promulgated under accounting
principles generally accepted in the Unijted States of America, such as operating income or net (loss) income, nor should it be
considered as an indicator of our overall financial performance. Qur calculation of EBITDA may be different from the calculation
used by other companies and comparability may be limited. The components of operations presented below differ from the analysis
provided above for actual results as the composition of the company has changed due o the transactions occurring during the first
quarter of 2002. The following presentations reflect 100% of the operations for ali entities for the respective nine-month periods and,
therefore, management believes this represents the most appropriate method of presenting the true operating performance capabilities
of the combined operations of the entities involved.
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{In Thousands)
Nine Months Ended
Sepiember 38,
2002 2001

PRO FORMA NET REVENUE e

ise g7
13775

5 58,205
14,192

V1rg1ma

PRO FORMA COSTS AND EXPENSES
B _Colorado o o i $ 40732 42913
'::_Nevada i : P BS i EEES

Lovisiona o BUS B

Netcorporateoverhead . . o . 4,339 . 3,3;(.]-0.

8100456 8100489

PRO FORMA ADJUSTED EBITDA
Colorado o $ 17473 $ 16904

Louisiana ]

Net corporate ovethead (4,339) (3,300)

We continually review the overall operational aspects of our casino operations and attempt to modify our operations, when and
if necessary, to remain competitive and to maintain our market share. We focus on our existing customer base while developing
marketing programs that increase new customer visits. Our vision is to be the best “locals casino” in each market by offering the best
customer service, slot selection, player club benefits, and food and beverage service in the market.

Our casino revenues are generated from our three land-based casino properties. BHWK s consolidated casino revenues are
generally defined as the “casino win” which is the amount of money wagered less the amount paid out in prizes. BHWK's
consolidated net revenue is generaily defined as casino win reduced by various promotional allowances and incentive programs that
we offer to patrons and includes revenues from food and beverage, hotel and other revenues. We utilize the food and beverage
department of each of our properties to drive revenues by offering a wide selection of high quality food choices at reasonable prices.
Additionally, we have 50 hotel rooms at the Lodge and 106 hotel rooms at our Reno property, which we can offer to players, thereby
enhancing their visit to the Black Hawk and Reno areas, respectively.

24



VO DM

JACOBS ENTERTAINMENT _R.R Donnelley ProFile [z BARnichnlor __ 12-Nov-2002 1325 EST 65036 TX 25 2
FORM 10-Q | I HTE OW__ OC
Page 1of 1
Colorado

After giving effect to the transactions discussed above, JEI owns 100% of BHWEK. BHWK owns the Gilpin Hotel Casino and
the Lodge, which are located in Black Hawk, Colorado, and the Gold Dust West, Inc, (“Gold Dust™), which is located in Reno,
Nevada. Generally, the acquisition by JEI of all of the capital stock of BHWK as of February 22, 2002 does not affect the
comparability of the pro forma operations of BHWK. The following discussion pertains to the results of operations of the Lodge and
Gilpin properties.

A summary of the net revenue, costs and expenses and EBITDA of our Colorado properties is as follows:

{In Thousands)
Nine Months Ended
September 30,

Net revenues

dge:

Lodge s ..30928
Cglpin CUTL98s
Total costs and expenses 42,913

Increased Competition in the Black Hawk Market

On February 4, 2000 a casino opened in Black Hawk with approximately 950 devices and a 550-car valet/self-parking garage.
A second casino opened next door to The Lodge on March 6, 2000 with approximately 600 devices and parking for 500 cars. A third
project opened on December 20, 2001 with approximately 1,300 devices and parking for 850 cars. Based upon the level of
development activity in Black Hawk, it is apparent that increased competition within this market will continue.

Overall, the new casinos seem to have expanded Black Hawk’s gaming market; however, it is extremely difficult to accurately
predict the extent of the future growth of this market. We expect some of our previous and existing market share has been lost to
increased competition. We believe that the competition within this market will continue to increase and intensify. As a result, our
marketing costs, our personnel costs and other costs at our properties will likely increase while we attempt to maintain our market
share.
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Pro Forma Results of operations for the nine months ended September 30, 2002 compared to the nine months ended
September 30, 2001

Net Revenues. The decrease in net revenues of our Colorado operations is attributable to the Gilpin and its reduced share of the
Black Hawk market partially offset by an increase in net revenues at the Lodge, which has participated in a market shift toward larger
gaming facilities within Black Hawk. The Gilpin’s operations have been most noticeably impacted due to the additional competition
in Black Hawk, which also includes the Lodge. We are currently engaged in an approximate $6.0 million expansion for the Gilpin,
which commenced during the third quarter of 2002. We believe this expansion will provide a more competitive single floor casino
environment and enable us to more effectively compete with the newer and larger properties in the market.

Costs and Expenses, Total costs and expenses associated with our Colorado operations decreased $2.2 million for the nine
months ended September 30, 2002 compared to the same period of 2001. The decrease of $0.7 million in costs and expenses
attributable to the Lodge was primarily comprised of reductions in labor and slot participation costs offset by an increase in gaming
tax. The decrease of $1.5 million in costs and expenses attributable to the Gilpin was primarily comprised of reductions in labor, slot
participation, gaming taxes, food and beverage cost of goods sold, and direct marketing costs.

Nevada

Pro Forma Results of operations for the nine months ended September 30, 2002, compared to the nine months ended
September 30, 2001

As previously discussed, our Nevada operations consist of the Gold Dust, located in Reno, Nevada. The Gold Dust was
acquired by BHWK on Janunary 5, 2001. The property has 106 hotel rooms, which we offer to players, thereby enhancing their visit to
the Reno area. The net revenues of the Gold Dust increased by $.4 million for the current nine-month period over the comparable
period of 2001. In September of 2001 we completed the installation of our slot player tracking system and we have been actively
enrolling members into our slot players club. We believe this effort is beginning to increase play from our customers and accounts for
the increase in our net revenues during the current quarter. Qur costs and expenses increased by approximately $.2 million for the
current nine-month period compared to the comparable period of last year. This increase is primarily due to an increase in employee
costs associated with the creation of the casino’s slot player club. As a result, pur adjusted EBITDA at the Gold Dust for the first nine
months of 2002 and 2001 is $3.9 million and $3.7 million respectively.

Louisiana

The Louisiana truck plaza video gaming properties consist of six truck plaza gaming facilities located in Louisiana and a share i
in the gaming revenues of an additional truck plaza. The acquisition dates of each of the respective truck stops are discussed
previously.

Each truck plaza features a convenience store, fueling operations, a 24-hour restaurant and 50 video gaming devices (except for
Lucky Magnolia Truck Stop and Casino and Raceland Truck Plaza and Casino, which have 40 and 44 videc gaming devices,
respectively).

The Louisiana truck plazas’ revenues are comprised of (i) revenue from video poker gaming machines; (ii) sales of gasoline
and diesel fuel; (iii) sales of groceries, trucker supplies and sandry items through their convenience stores; (iv) sales of food and
beverages in their restaurants and bars; and (v) miscellaneous commissions on ATMs, pay phones and lottery sales.
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All video poker activity is reported instantaneously via a computer phone line directly to the Louisiana State Police. The
Louisiana truck plazas’ revenues are heavily dependent on meeting the minimum gallons of fuel sales requirements necessary to
operate video poker gaming machines in Louisiana. These requirements must be complied with on a quarterly basis. In the event of
noncompliance, the Louisiana State Police must turn off a portion of the video poker machines. The Louisiana truck plazas beligve
that they will continue to mest the fuel sales requirements necessary to operate video poker gaming machines in Louisiana at current
levels.

Pro Forma Results of operations for the nine months ended September 30, 2002, compared to the nine months ended
Seprember 30, 2001

Net revenues. The Lovisiana truck plazas generated net revenues of $31.9 million for the nine months ended September 30,
2002 compared to $30.0 million for the nine months ended September 30, 2001. This increase is due to the commencement of gaming
operations of Raceland, and the increased gaming revenue at Houma, Cash’s and Colonei’s.

Costs and Expenses. The Louisiana truck plazas’ costs and expenses were $23.8 million for the nine months ended September
30, 2002 and 2001 respectively.

Earnings Before Interest, Taxes, Depreciation and Amortization. The Louisiana truck plazas adjusted EBITDA was $8.1
million for the nine months ended September 30, 2002 compared to $6.2 million for the same period in 2001, resulting in an increase
in EBITDA of $1.9 million. This increase is due to the increase in revenues as discussed above.

Virginia

Colonial Holdings' revenues are comprised of (i) pari-mutuel commissions from wagering on races broadcast from out-of-state
racetracks to Colonial's off-track wagering facilities and the track using import simulcasting; (i) wagering at the track and Colonial’s
off-track wagering facilities on its live races; (iii) admission fees, program and racing form sales, and certain other ancillary activities;
and (iv) net income from food and beverage sales and concessions.

Colonial’s revenues are heavily dependent on the operations of its off-track wagering facilities. Revenues from the off-track
wagering facilities help suppott live racing at the track. The amount of revenue Colonial earns from each wager depends on where the
race is run and where the wagening takes place. Revenues from import simulcasting of out-of-state races and from wagering at the
track and at the off-track wagering facilities on races run at the track consist of the total amount wagered at Colonial’s facilities, less
the amount paid as winning wagers. The percentage of each dollar wagered on horse races that must be returned to the public as
winning wagers (typically about 79%) is legisiated by the state in which a race takes place. Revenues from export simulcasting
consisis of amounts payable to Colonial by the out-of-state racetracks and their simuleast facilities with respect to wagering on races
run at the track.

Pro Forma Results of Operations for the nine months ended September 30, 2002, compared to the nine months ended
September 30, 2001

Toral Revenues. Colonial generated net revenues for the nine months ended September 30, 2002 of $23.7 million compared to
$23.8 million for the same period of 2001. The decrease of total revenues of $.1 million, or 1%, is due primarily to the 2002
thoroughbred meet starting in June 2002 as compared to the meet starting in July 2001.

Costs and expenses. Colonial’s direct operating costs and expenses were $21.3 million for the nine months e¢nded September
30, 2002 compared to $20.3 million for the same period of 2001. Costs and expenses increased $1 million, or 5%, for the nine months
ended September 30, 2002
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from the same period of 2001, The cost increases were primarily due (o expenses associated with the 2002 thoroughbred meet.

Earnings Before Interest, Taxes, Depreciation and Amortization. Colonial’s adjusted EBITDA was $2.5 million for the nine
months ended September 30, 2002 compared to $3.5 million for the same period in 2001, resulting in a decrease in EBTTDA of $1
million. The dectease in EBITDA was due primarily to the increased costs associated with the 2002 thoroughbred meet.

Net Corporate Overhiead

Generally, our corporate operations are not a profit center, but rather a cost center that directs the overall managerial,
operational and administrative aspects of the Company,

Costs and expenses totaled $4.3 million for the nine months ended September 30, 2002 compared to $3.3 million for the same
periad of 2001. The approximate $} million increase during the current nine months ended September 30, 2002 is generally dueto a
non-recurring increase in licensing costs of $.1 million; incremental costs and expenses incurred in pursuing additional opportunities
approximating $.150 million; an increase in travel and airplane costs of approximately $.225 million and a recurring increase of
approximately 15% in overall costs and expenses.
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Item 3.  Quantitative and Qualitative Disclosure about Market Risk.

Market Risk

Market risk is the risk of loss arising from adverse changes in market rates and prices, such as interest rates, foreign currency
exchange rates, and commeodity prices. On February 8, 2002 we issued $125.0 million in 11 7/8 % senior secured notes due in 2009,
The proceeds of these notes were vsed to finance our recent acquisitions and for working capital purposes. All debt currently bears
interest at a fixed rate, except our $10,000,000 line of credit (which currently has no amounts outistanding), which bears interest at
1.75% above the prime rate published by Wells Fargo Bank, N.A.

We currently do not invest in derivative financial instruments, interest rate swaps or other similar investments to alter interest rate
exposure

Item4, Controls and Procedures.

As of September 30, 2002, an evaluation was performed under the supervision and with the participation of Company's
management, including the CEO and CFO, of the effectiveness of the design and operation of the Company’s disclosure controls and
procedures. Based on that evaluation, the Company’s management, inclading the CEO and CFO, concluded that the Company’s
disclosure controls and procedures were effective as of September 30, 2002. There have been no significant changes in the
Company’s intemal controls or in other factors that could significantly affect the internal controls subsequent to September 30, 2002.
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PART (1 - OTHER INFORMATION

Item 1. Lepal Proceedings

On May 25, 2001, a lawsuit was filed in The United States District Court for the District of Colorado {Case No. 01-D-0864) by
Central City, several casino operators located in Central City and others against the City of Black Hawk, the Black Hawk Casino
Owners Association and several casino operators located in the City of Black Hawk, including Black Hawk. The suit alleges that the
defendants caused economic harm to the plaintiffs by engaging in a conspiracy and scheme to harm competition, restrain trade and
monopolize the gaming industry in the Gilpin County, Colorado market in violation of federal and state constitutional, statutory and
comwion law. Also, the complaint alleges that starting in 1996 the City of Black Hawk began interfering in Ceniral City’s plans to
construct a road directly from Interstate 70 to Central City. The plaintiffs seek compensatory, treble and exemplary damages against
the defendants in amounts to be proven at trial along with interest, costs and attorneys’ fees. Black Hawk believes that this Jawsuit is

without merit and intends to contest it vigorously.

On June 23, 1999, a complaint against the Lodge and John Does [-3 was filed by a casino operating downstream from these casinos.
The complaint alleges, among other things, that the plaintiff is being damaged by subsurface water flows onto its property from the
Lodge property and the properiies of John Does 1-3, The Lodge has denied all liability and has turned the matter over to its insurance

carrier for defense. The Lodge does not believe the suit has merit and will continue to defend against the allegations alleged by the
plaintiff. The Lodge does not believe the suit will result in any material liability; however, nc assurance can be given in this regard.

The Company is involved in routine litigation arising in the ordinary course of business. These matters are believed by the Company
to be covered by appropriate insurance policies.

Item 2, Changes in Securities
None
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Itery 3.  Defaults Upon Senior Securities

Item 5.

Itein 6.

(a)
*31
3.2
+3.3
+4.1

+4.2

® -

+4.4
+4.5

+4.6

*21.1
99.1

*

+

=)

None
Submission of Matters to a Vote of Security Holders
Not Applicable
Other Information
None
Exhibits and Reports on Form §-K
Exhibits

Certificate of Incorporation of Gameco, Inc.

By-Laws of Gameco, Inc.

Amendment to the Certificate of Incorporation of Gameco, Inc.

Loan and Security Agreement dated July 12, 2002 by and among Jacobs Entertainment, Inc., certain subsidiaries and
Foothill Capital Corporation.

Promissory Note dated July 12, 2002 by and among Jacobs Entertainment, Inc., certain borrowers and Foothill
Capital Corporation.

Guaranty of Gold Dust West Casino, Inc. and Diversified Opportunities Group Lid. dated July 12, 2002.
Intercreditor Agreement dated July 12, 2002 by and between Wells Fargo Bank Minnesota, National Association and
Focthill Capital Corporation

Memorandum of Intercreditor Agreement dated July 12, 2002 by and among Foothill Capital Corporation, Wells
Fargo Bank Minnesota, National Association and Bomowers.

Fee and Leasehold Deed of Trust, Assignment of Leases and Rents, Security Agreement and Fixture Filing by Black
Hawk Gaming & Development Company, Inc., Black Hawk/Jacobs Entertainment, LLC, and Gilpin Hotel Venture to
the Public Trustee of Gilpin County, State of Colorado and Foothill Capital Corporation, dated July 12, 2002,
Subsidiaries of Jacobs Entertainment, Inc. ’

Significant guarantor information.

Incorporated herein by reference from our registration statement on Form S-4 (SEC Registration No. 333-88242), Part II,
Item 21, filed on May 14, 2002.

Incorporated herein by reference from Amendment No. 1 of our registration statement on Form S-4 (SEC Registration
No. 333-88242), Part II, Ttem 21, filed on August 8, 2002,

No reports on Form 8-K were filed during the reporting period.
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CERTIFICATIONS

I, Stephen R. Roark, certify that:
1 [ have reviewed this quarterly report on Form 10-Q of Jacobs Entertainment, Inc.

2. Baged on my knowledge, this quartetly report does not contain any untroe statement of a material fact or omit to state a
matetial fact necessary fo make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this quarterly report;

3. Based an my knowledge, the financial statements, and other financial information included in this quarterly report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this quarterly report;

4, The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and
procedures {as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a. designed such disclosure controls and procedures to ensure that material information refating to the registrant, including
its consolidated subsidiaries, is made known to us by others within those entities, particulatly during the period in
which this quarterly report is being prepared;

b. evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days prior to the
filing date of this quarterly report (the “Evaluation Date™); and

c. presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and procedures
based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and [ have disclosed, based on our most recent evaluation, to the registrant’s auditors
and the audit committee of registrant’s board of directors {or persons performing the equivalent function):

d. all significant deficiencies in the design or operation of internal controls which could adversely affect the registrant’s
ability to record, process, summarize and report financial data and have identified for the registrant’s auditors any
material weaknesses in internal controls; and

e any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal controls; and

6. The regisirant’s other certifying officers and I have indicated in this quartetly report whether or not there were significant
changes in internal controls or in other factors that could significantly affect internal controls subsequent to the date of our
most recent evaluation, including any corrective actions with regard to significant deficiencies and material weaknesses.

Date: November 13, 2002

fsf STEPHEN R. RoARK

Stephen K. Roark, Chief Financial Officer
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CERTIFICATIONS

I, Jeffrey P. Jacobs, certify that:
1. I have reviewed this quarterly report on Form 10-Q of Jacobs Entertainment, Inc.

2, Based on my knowledge, this quarterly raport does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this quarterly report;

3. Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this quarterly report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Aci Rules 13a-14 and 15d-14) for the registrant and we have:

a designed such disclosure controls and procedures to ensure that material information relating to the registrant, including
its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this quarterly report is being prepared;

b. evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days prior to the
filing date of this quarterly report (the “Evaluation Date™); and

c. presented in this quarterly report our conclusions about the effectiveness of the disclosure contrels and procedures
based on our evaluation as of the Evaluation Date;

5 The registrant’s other certifying officers and [ have disclosed, based on our most recent evaluation, to the regisirant’s anditors
and the audit committee of registrant’s board of directors (or persons performing the equivalent function):

a. all significant deficiencies in the design or operation of internal controls which could adversely affect the registrant’s
ability to record, process, summarize and report financial data and have identified for the registrant’s auditors any
material weaknesses in internal controls; and

b. any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal controls; and

6. The registrant’s other certifying officers and I have indicated in this quarterly report whether or not there were significant
changes in internal controls or in other factors that could significantly affect internal controls subsequent to the date of our
most recent evaluation, including any corrective actions with regard to significant deficiencies and material weaknesses.

Date; November 13, 2002

/s/ JEFFREY P. JACOBS

Jeftrey P, Jacohs, Chief Executive Officer and
Chairman of the Board of Directors
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its
behalf by the undersigned thereunto duly authorized.

Jacobs Entertainmen
Registrant
Date: November 13, 2002 By: fs/ JEFFREY P. JacOBS

Jeffrey P, Jacobs, Chief Executive Officer
and Chairman of the Board of Directors

/s/ STEPHEN R. ROARK

Stephen R. Roark, Chief Financial Officer
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EXHIRIT 99.1

BLACK HAWK GAMING & DEVELOPMENT COMPANY, INC.
Index

September 30, 2002

PARTL FINANCIAL INFORMATION

ftem 1.

Consolidated Financial Statements:
Unaudited Consolidated ce Sheets as of September 30, 2002 and December 31, 2001 1

Unaudited Consolidated Statemenis of Income for the ithree months ended September 30, 2002
d 2001, and for the periods {rom Januwary 1. 200 ugh February 22, 2002 and Febru:
23. 2002 through September 30, 2602, and the pine months egded September 30, 2001 2.3

Unaudited Consolidated Staterpent of Stockhalders’ Equity for the nine months ended
September 30, 2002 4

Uraudited Consolidated Statements of Cash Flows for the periods from January 1, 2002

through Febryary 22, 2002, gnd February 23, 2002 thiough September 30, 2002, and the nine
monihs ended September 30, 2001 3

otes to Unaudited Consolidated Financial Statements for the nine months ended September

30, 2002 and 2001 6-10
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BLACK HAWK GAMING & DEVELOPMENT COMPANY, INC,

UNAUDITED CONSOLIDATED BALANCE SHEETS
SEPTEMEER 30, 2002 AND DECEMBER 31, 2001
(Dollars In 'Thousands)

September 36, December 31,
2002 001

ASSETS

LAND 18,950 18,974
GAMING FACILITIES:
 Building and improvements < -

Equipment T

24766
LAY

Total gaming facilities 67,351 69,307

OTHER ASSETS:

Soodwdll T e e

Other assets

B i
3,993

LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES:

LONG-TERM DEBT AND OTHER LIABILITIES
Long Term Debt
' BID Bonds

Total long-term debt 100,491 63,712

Deferred tax liability 702
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COMMITMENTS AND CONTINGENCIES
MINCRITY INTEREST 8,829 7,413

STOCKHOLDERS' EQUITY:

Preferred stock; $001 par value; 10,000,000 shares authorized; none issued and
ouwstanding 7 ‘

- Conimon stock: $:001 par value; 40; shars

- 4,154,400  shares {ssued and’ outstandmg, respectwely i A
Additional paid-in capital : O, A S [8753

. ‘Accumulated other comprehiensivedoss I i e T 178
Retained ecamings 9,165 27,657

. See notes to unaudited consolidated financial statements
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BLACK HAWK GAMING & DEVELOPMENT COMPANY, INC.

UNAUDITED CONSOLIDATED STATEMENTS OF INCOME
THREE MONTHS ENDED SEPTEMBER 30, 2002 AND 2001

(Dollars In Thousands}
Three Months Ended
September 30,
2602 001
REVENUES B
CCasino |
Food and beverage
. j;:Hor.el : e :
Other
L Totabtevenues’ [
Promotional allowances (4,236) (4,503)
COSTS AND EXPENSES:

Casino 7,981 8,435

Privatization and other non-recurring costs

Total costs and expenses 19,320 21,673

INCOME BEFORE MINOQRITY INTEREST AND INCOME TAXES 2,022 3,093

. INCOME BEFORE INCOME TAXES 1,288 2,520
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See notes to unandited consolidated financial statements
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BLACK HAWK GAMING & DEVELOPMENT COMPANY, INC.

UNAUDITED CONSOLIDATED STATEMENTS OF INCOME

FOR THE PERIODS FROM JANUARY 1, 2002 THROUGH FEBRUARY 22, 2002, AND FEBRUARY 23, 2002
THROUGH SEPTEMBER 30, 2002, AND THE NINE MONTHS ENDED SEPTEMBER. 30, 2001

(Dollars In Thousands}

Period From Period From
Jamuary 1, 2002 February 23, 2002 Nine Months
Theraugh Through Ended
February 22, September 30, September 30,
2002 2002 2001

REVENUES

- Casino. - B
Food and bevera e

Hﬁ‘te] 5 SELUN
Other

. Total reveaues

Promotional allowances (2,462) (9,743) (12,704)
Netreveﬂues T B TR | e 73’593
COSTS AND EXPENSES:

_Casmo S

Pm'anzatlon and other no- recurnn cosrs_‘ S
. Depreciation and amortization =70

Total costs and expenses 17,145 46,105 62,818

Interest income _ o _ 13 _ i 45

[nterest expense (2,881) (8,551) (4;088)

MINORITY INTEREST (127) 1,607 1,458
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INCOME TAXES —_ —_ 2,365
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BLACK HAWK GAMING & DEVELOPMENT COMPANY, INC.

UNAUDITED CONSOLIDATED STATEMENTS OF STOCKHOLDERS®* EQUITY
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2002

(IN THOUSANDS)
Lanrman Stock
Accnmulated
Cither
Additional Comprehensive
Paid-in Retained Income
Shares Amount Capital Earnings (Loas) Total
BALANCES
CTANUARY.L, 20020 i Dae : 18,753 78 27
Stock options exermsed 6 6

Push duwn of JEI bas' :

o ..:to shams;acqul }on Febraary 22, 2002 TR N R SOB2
Effect of recording goodwill and debc
resulting from the February 22, 2002 |

acquisition (29,471) (29471)
Comprehensnre loss:
“"Realized loss o _mterestrﬁé SWap' b : S 1,177 g% e BHES
Net loss (3,611) (3,611)

See notes to unaudited consolidated financial statements
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BLACK HAWK GAMING & DEVELOPMENT COMPANY, INC.

UNAUDITED CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE PERIODS FROM JANUARY 1, 2002 THROUGH FEBRUARY 22, 2002, AND FEBRUARY 23, 2002
THROUGH SEPTEMBER 30, 2002, AND THE NINE MONTHS ENDED SEPTEMBER 30, 2001

(Dollars In Thousands)
Peviod From Period From
January 1, 2002 February 23, 2002
Throngh Through Nine Months Ended
February 22, 2002 September 30, 2002 September 30, 2001
OPERATING ACTIVITIES:
‘Nt (loss) income

Adjostments to reconcile net (loss) income to net cash
(used in) provided by operating activities:
. Depteciation and amortization B
i+ Change'in ‘int rest rate sWap, ne_
{Gain) Loss on sale nfland e
: - :Mmonty mterest e LRIt
Deferred Taxes

Changes in operatmg asse:s and ]1ab|l|tles net of the
. effects of acquisition:

Net cash (used in) provided by operating activities (G,142) 501 9,965

INVESTING ACTIVITIES:
e Pmceeds from sale of equipm

 Procsedsfrom sale of lan
__Acqulsmon cost

Net cash used in investing activities (198) (1,589) (29,004

F[NANCING ACTWIT]ES
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NET INCREASE / (DECREASE) IN CASH AND CASH
EQUIVALENTS $ (3,334) $ (1,342) 3 5,795

SUPPLEMENTAL CASH FLOW INFORMATION:
. Cash paid for interes
. Cash paid for taxes
Non—cash financing -

See notes to unaudited consolidated financial statements
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BLACK HAWK GAMING & DEVELOPMENT COMPANY, INC.

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2602 AND 2001
(DOLLARS IN THOUSANDS)

1. BUSINESS AND ORGANIZATION

Black Hawk Gaming & Development Company, Inc. (“Black Hawk™) was incorporated on January 10, 1991. Black Hawk is a
holding company that owns, develops and operates gaming properties. Currently Black Hawk operates the Gilpin Hotel Casino
(“GHC”") and The Lodge Casino at Black Hawk (*the Lodge”), both located in Black Hawk, Colorado, and The Gold Dust
West Casino (“GDW*) located in Reno, Nevada.

GHC is a 37,000 square foot facility located in the Black Hawk gaming district and was Black Hawk's first casino project.
Originally built in the 1860"s, the Gilpin Hotel was one of the oldest in Colorado; however, due to space limitations, the casino
offers no hotel or lodging facilities. The Gilpin Hotel Casino commenced operations in October 1992, and was expanded
through the acquisition of an adjacent casino in late 1994. It now offers customers approximately 460 slot machines, 4 table
games, two restaurants, four bars and parking for approximately 200 cars.

The Lodge is a hotel/casino/parking complex and is one of Colorado’s largest casinos. The 250,000 square foot facility, which
opened on September 24, 1998, presently offers customers 877 slot machines, 27 table games, 50 hotel rooms, three
restaurants, four bars and parking for approximately 600 cars.

On January 4, 2001, Black Hawk purchased the assets and operating business of GDW for $26,000. The 24,000 square-foot

. gaming and dining facility is located on 4.6 acres, a few blocks west of Reno’s downtown gaming district. The GDW has been
catering to the “locals” market for the past 23 years and currently offers customers 500 slot machines, 106 motel rooms, one
restaurant, four bars and parking for 277 cars.

2.  SIGNIFICANT ACCOUNTING POLICIES

Unoudited Consolidated Financial Statements — In the opinion of management, the accompanying unaudited consolidated
financial statements reflect all adjustments, consisting of normal recurring accruals, which are necessary for the fair
presentation of the financial position of Black Hawk at September 30, 2002 and December 31, 2001, and the results of its
operations and cash flows for the periods from January 1, 2002 through February 22, 2002 and February 23, 2002 through
September 30, 2002, and the nine months ended September 30, 2001, The accompanying unaudited consolidated financial
staternents include the accounts of Black Hawk, its wholly owned subsidiaries Gilpin Ventures, Inc. (“GVI”} and GDW, and
its 75% owned subsidiary, Black Hawk/Jacobs Entertainment, LL.C. All significant inter-company transactions and balances
have been eliminated in consolidation.

The accompanying unaudited consolidated financial statements should be read in conjunction with the consolidated financial
statements and notes thereto of Black Hawk for the year ended December 31, 2001 contained in the JEI Form 5-4 filed with
the U.S. Securities Exchange Commission. The results of interim periods are not necessarily indicative of results to be
expected for the year.
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Recent Accounting Proncuncements

In July 2001, the Financial Accounting Standards Board (“FASB") issued Statement of Financial Accounting Standards
{(“SFAS”} No. 142 (*SFAS 142”), “Goodwill and Other Intangible Assets,” which is effective January 1, 2002. SFAS 142
requires, among other things, the discontinuance of goodwill amortization. In addition, the standard includes provisions for the
reclassification of certain existing recognized intangibles as goodwill, reassessment of the useful lives of existing recognized
intangibles, reclassification of certain intangibles out of previously reported goodwill and the identification of reporting units
for purposes of assessing potential future impairments of goodwill. SFAS 142 also requires us to complete a transitional
goodwill impairment test within nine months from the date of adoption and further requires us to evaluate the carrying value
of goodwill for impairment annually thereafter.

In October 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.” This
statement addresses financial accounting and reporting for the impairment or disposal of long-lived assets. This statement
supersedes FASB Statement No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be
Disposed Of,” and the accounting and reporting provisions of Accounting Principles Board Opinion No. 30, “Reporting the
Results of Operations—Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and
Infrequently Occurring Events and Transactions.” This statemnent also amends Accounting Research Bulletin No. 51,
“Consolidated Financial Statements,” to eliminate the exception to consolidation for a subsidiary for which control is likely to
be temporary. This statement requires that one accounting model be used for long-lived assets to be disposed of by sale,
whether previously held and used or newly acquired. This statement also broadens the presentation of discontinued operations
to include more disposal transactions. We adopted the provisions of this statement at the beginning of 2002 without an impact
on our financial position or results of operations.

In April 2002, the FASB issued SFAS No. 145 “Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASB
Statement No. 13, and Technical Corrections.” FASB No. 4 required all gains or losses from extinguishments of debt to be
classified as extraordinary items net of income taxes. SFAS No. 145 requires that gains and losses from extinguishments of
debt be evaluated under the provisions of Accounting Principles Board Opinion No. 30, and be classified as ordinary items
unless they are unusual or infrequent or meet the specific criteria for treatment as an extraordinary item. This statement is
effective January 1, 2003. We do not anticipate that the adoption of this statement will have a material effect on our financial
position or results of operations.

In July 2002, FASB issued SFAS No. 146, “Accounting for Costs Associated With Exit or Disposal Activities.” This
Staternent addresses financial accounting and reporting for costs associated with exit or disposal activities and nullifies EITF
Issue No. 94-3, “Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity
{including Certain Costs Incurred in a Restructuring).” This Statement requires recognition of a liability for a cost associated
with an exit or disposal activity when the liability is incurred, as opposed to when the entity commits to an exit plan under
EITF No. 94-3. SFAS No. 146 is to be applied prospectively to exit or disposal activities initiated after December 31, 2002
We do not anticipate that the adoption of this statement will have a material effect on our financial position or results of
operations.
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3. GOODWILL AND OTHER INTANGIBLE ASSETS

SFAS No. 142 applies to intangibles and goodwill acquired after September 30, 2001, as well as goodwill and intangibles
previously acquired. Under SFAS No. 142, goodwill as well as other intangibles determined to have an indefinite life will no
longer be amortized; however, these assets will be reviewed for impairment on a periodic basis. Black Hawk adopted SFAS
No. 142 on January 1, 2002, has completed its transitional impairment test, and has determined that no impairment of its
goodwill balances exits. In addition, Black Hawk has reassessed the useful lives of its identifiable intangible assets without
any change to the previously established amortization periods of such assets.

The amortization expense and net income of Black Hawk for the three and nine months ended September 30, 2001, is as

follows:
Nine Months Three Months
Ended September 30, Ended September 30,
{In Thousands) 2001 2001

Reporied net income - : 30098 :
Add back: Goodwill amortization 1,127 332

Adjuisted et income

4. ACCOUNTING CHANGE

Effective January 1, 2001 Black Hawk adopted SFAS No. 133, “Accounting for Derivative Instruments and Hedging
Activities”(*SFAS 133™), SFAS 133, as amended and interpreted, establishes accounting and reporting standards for
derivative instruments, including certain derivative instruments embedded in other contracts, and for hedging activities, All
derivatives, whether designated as hedging relationships or not, are reqnired to be recorded on the balance sheet at fair value.
If the derivative has been designated as a fair-value hedge, the changes in the fair value of the derivative and the hedged item
are recognized in earnings. If the derivative has been designated as a cash-flow hedge, changes in the fair value of the
derivative are recorded in other comprehensive income net of taxes, and recognized in the income statement when the hedged
item affects earnings. SFAS 133 defines new requirements for designation and documentation of hedging relationships as well
as ongoing effectiveness assessments in order to use hedge accounting. For a dertvative that does not qualify as a hedge,
changes in fair value are recognized in current eamings.

Black Hawk uses derivative instruments to manage exposures to interest rate risk. Black Hawk’s primary objective for holding
derivatives is to minimize the risks associated with the impact of interest rate exposure. Specifically, Black Hawk uses interest
rate swaps, as cash flow hedging instruments, to manage its exposure to interest rate risk on its variable-rate debt. Black Hawk
does not enter into derivative transactions for trading purposes, or for fixed rate debt.

Derivative financial instruments taken alone may expose Black Hawk to varying degrees of market and credit risk in excess of
amounts recognized in the financial statements. However, when used for hedging purposes, these instruments typically reduce
overall interest rate risk. Black Hawk controls the credit risk of us financial contracts through credit approvals, limits, and
monitoring procedures. As Black Hawk enters into derivative transactions only with high quality

8
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institutions, no losses associated with non-performance on its derivative financial instruments have cccurred or are expected to
oceur.

The adoption of SFAS 133 resulted in Black Hawk recording a $368 gain (net of $200 in taxes) in accumulated other
comprehensive income (loss) (“OCI”) as a transition adjustment for its dertvative instrument which had been designated as a
hedging relationship that addressed the variable cash flow exposure of a forecasted transaction prior to adopting SFAS 133,

On February 16, 2001, Black Hawk terminated an interest rate swap agreement designated as a hedging instrument and
simultaneously entered into a new interest rate swap agreement designated as a cash-flow hedge. As a result of this
transaction, effective February 16, 2001 (date of swap termination), Black Hawk recorded a $318 charge to interest expense
due to the devaluation of the original interest rate swap over the period January 1, 2001 through February 16, 2001. In
addition, Black Hawk reclassified $118 (net of $64 in taxes) of gain from OCI to interest expense for the amortization of the
cumuiative transition adjustment gain recorded January 1, 2001 (see above). Derivative losses included in OCI for the nine
months ended September 30, 2001 amounted to $1.552 net of $873 in taxes. In conjunction with Black Hawk's acquisition
discussed below, Black Hawk terminated its interest rate swap with a charge to operations of $2,653, which has been inciuded
in interest expense in the accompanying unaudited consolidated statement of income for the period January 1, 2002 through
February 22, 2002,

§.  BUYOUT OF BLACK HAWK

On February 22, 2002, JEI, an entity formed by Black Hawk’s prineipal stockholder, Chairman of the Board and Chief
Executive Officer, Jeffrey P. Jacobs, completed the acquisition of a 100% interest in Black Hawk, in which prior to the
acquisition Jeffrey P. Jacobs owned a minority interest. The accounting treatment for the acquisition is described below.

Diversified Opportunities Group Ltd. (“Diversified”) — Jefirey P. Jacobs and the Richard E. Jacobs Revocable Trust
contributed substantially all of their respective interests in Diversified in exchange for 100% of the commeon stock of JEL On
the acquisition date, prior to the acquisition of the remaining shares of Black Hawk, Diversified owned approximately 32% of
Black Hawk, and a 25% interest in the Lodge, of which Black Hawk owned the remaining 75%.

In addition, on February 22, 2002, JEI acquired the remaining 65% of Black Hawk’s outstanding common stock for
approximately $36,980 and assumed and refinanced approximately $59,930 of Black Hawk’s cutstanding debt. This
transaction was recorded using the purchase method of accounting for business combinations, and the principles of push-down
accounting were applied to Black Hawk. The stock and assets of Black Hawk are pledged as collateral for the debt incurred by
IEL

6. PRIVATIZATION AND OTHER NON-RECURRING COSTS

During the three and nine months ended September 30, 2002, in conjunction with the acquisition described in Note 4, Black
Hawk incurred privatization costs of $0 and $717, respectively, consisting primarily of attorney, accounting, and investment
banking fees to close the Black Hawk acquisition. In addition, Black Hawk incurred $3,165 in costs related to the purchase of
stock options upon consummation of the Black Hawk acquisition.

9
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7. SEGMENTS

As defined by SFAS No. 131, “Disclosure about Segments of an Enterprise and Related Information”, the following segment
information is presented after the elimination of inter-segment transactions. Black Hawk has two reportable segments
{Colorado and Nevada) representing the states in which we operate. The Colorado operations consist of the Lodge and the
GHC, and the Nevada operations consist of the GDW. Each segment is managed separately because of the unique
characteristics of geographic location, revenue stream, and customer base. The accounting policies of the segments are the
same as those described in Note 2.

BLACK HAWK GAMING & DEVELOPMENT COMPANY, INC.

UNAUDITED SEGMENT INFORMATION
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2002 AND 2001

(DOLELARS IN THOUSANDS)
{In Thousands) ({In Thowsands)
Three Months Ended Nine Months Ended
September 30, September 30,
2002 201 2002 2001

NETREVENUE =~
- Black Hawk, Colorado
Reno, Nevada

14192 13775

TG et eveniag SHTL30T TR0
L ]
ADJUSTED EBITDA
_ Black Hawk, Colorado 15,760
Net corporate overhead (345) (499} {1,900) (1,665}

ADJUSTED EEITDA
Black Hawk, Colorado

_ Reno, Nevada
i Net corporate
B v 3
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Reno, Nevada

L3022 30090
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CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Jacobs Entertainment, Inc. (the “Company”) on Form 10-Q for the period ending
September 30, 2002 as filed with the Secutities and Exchange Commission on the date hereof (the “Report™), I, Jeffrey F. Jacobs,
Chief Executive Officer of the Company, certify, pursuant to 18 U.8.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley
Act of 2002, that:

{1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934;
and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and result of
operations of the Company.

Movember 13, 2002

/s/ JEFFREY P.JacoBS

Jeffrey P. Jacobs
Chief Executive Officer
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CERTIFICATION PURSUANT TO
18 U.8.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION %06 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Jacobs Entertainment, Inc. (the “Company”) on Form 10-Q) for the period ending
September 30, 2002 as filed with the Securities and Exchange Commission on the date hereof (the *“Report”), I, Stephen R. Roark,
Chief Financial Officer of the Company, certify, pursuant to 18 U.5.C. § 1330, as adopted pursuant to § 906 of the Sarbanes-Oxley
Act of 2002, that:

(1) The Report fully complies with the requirements of section 13(a} or 15(d) of the Securities Exchange Act of 1934;
and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and result of
operations of the Company.

November 13, 2002

/s/ STEPHEN R. ROARK

Stephen R. Roark
Chief Financial Officer



JACOBS
INVESTMENTS

December 2, 2002

Mr. Yahuda Yoked

President & CEO

Vicksburg Chemical Company
c/o Cedar Chemical Company
5500 Poplar Avenue, Suite 2414
Memphis, Tennessee 38137

Mr. Charles Chisholm, Director

Mississippi Department of Environmental Quality
2380 Highway 80 West

Jackson, Mississippt 39204

RE: Land in Vicksburg, Mississippi
Gentlemen:

As you know, we are interested in acquiring certain land owned by the Vicksburg
Chemical Company (“Owner”) comprised of approximately 540 acres in Vicksburg,
Mississippi and made an offer to purchase a portion of it on October 22, 2002.

We remain aware that it is under the jurisdiction of the Mississippi Department of
Environmental Quality (“MDEQ™) based on the court order of October 18, 2002.

We have studied the property and its environmental aspects further and are prepared to
acquire, subject to due diligence, the entire property and remediate it to the satisfaction
of the MDEQ and the United States Environmental Protection Agency (“EPA”), as
follows:

1. Purchaser: Vicksburg Gaming LLC (“Purchaser”), an entity to be formed and to be
a subsidiary of Jacobs Entertainment, Inc., a Delaware Corporation.

2. Property: Certain unimproved land owned by the Vicksburg Chemical Company and

comprised of approximately 540 acres (including the plant site) in Vicksburg,
Mississippi (“Property”).

3. Purchase Price and Terms: The greater of the fair market value of the Property or

the costs of remediation. Remediation shall include clean up of the Propetty, removal

1231 MAIN AVENUE * CLEVELAND, OHIO 44113 » 216/861-4080 = FAX: 216/861-6315



of the plant and equipment and future monitoring of the environmental condition of
the Property as required by MDEQ (“Cost of Remediation™). The Cost of
Remediation shall be determined by Purchaser prior to the end of its Due Diligence
Period and in consultation with the MDEQ and the EPA. Fair market value of the
Property (“FMV”) shall be determined as follows: One appraiser shall be promptly
chosen each by the Purchaser and the MDEQ, each such appraiser being duly
qualified and having regularly conducted similar appraisals. In the event that the
appraisers shall agree on the FMV, they shall issue a single joint report of its FMV
which shall be the agreed upon FMV; or in the event the appraisers differ as to value
by 10% or less, then the average of such appraisals shall be the agree upon value.
(“Agreed Upon FMV™). In the event that the two appraisers differ by more than
10% as to FMV, then each appraiser shall render a single report and the two
appraisers shall choose a third appraiser. The Agreed Upon FMV or the FMV
contained in the third appraisal shall constitute the FMV of the Property; provided,
however, that if the FMV contained in the third appraisal is higher than the higher of
the first two appraisals, then the FMV of the Property shall be the higher of the first
two appraisals and provided further that if the FMV contained in the third appraisal
is lower than the lower of the first two appraisals, then the FMV of the Property shall
be the lower of the first two appraisals.

. Condition. The Purchaser shall purchase the Property in its “AS-IS, WHERE-IS”

condition without representations or warranties as to its physical condition.

. Purchase Agreement. The acquisition of the Property shall be consummated

pursuant to a Real Estate Purchase Agreement (“Purchase Agreement”) to be
negotiated. The Purchase Agreement shall reflect the terms of this Letter of Intent
and such other normal and customary terms upon which the parties shall agree. The
parties agree to negotiate in good faith and to execute such a Purchase Agreement
within thirty (30) days following acceptance of this Letter of Intent.

Conditions. This offer is subject to the following conditions:

A. Good and marketable fee simple title in the Property, including all
improvements thereon shall be delivered to the Purchaser, free and clear of all
liens and encumbrances, other than real estate taxes, possessory interests,
leases, contracts, and management agreements, utility and roadway easements
and such other easements and natural physical features which, in Purchaser’s
sole discretion, will not interfere with Purchaser’s intended use of the
Property.

B. The risk of loss remains with the Owner and/or the MDEQ until the Closing
(as defined herein).

C. The Property shall be insured as necessary until the Closing.



D. In the event that Purchaser’s environmental examination of the Property
reveals that there is contamination on the Property related to the chemical
plant which cannot, in the sole discretion of the Purchaser but after
consultation with the MDEQ and EPA, satisfactorily and economically be
remediated, then in such an event, the Purchaser may terminate the Purchase
Agreement.

Due Diligence Period. The Purchaser shall have 180 days following the execution
of the Purchase Agreement by the parties in which to examine and evaluate the
Property (the “Due Diligence Period”). The Purchaser may conduct such tests
(“Examination”) as it feels, in its sole discretion, are necessary for such purpose,
provided, however, that at a minimum the Purchaser shall conduct a Phase I and I1
environmental evaluation of the Praperty and prepare a plan with cost estimates for
its remediation (“Remediation Plan™). Purchaser will be given reasonable access to
the Property in order to conduct, and agrees to repair any physical damage to the
Property occasioned by, such tests. In addition, the parties to the Purchase
Agreement agree to provide Purchaser all copies of all existing surveys, and title,
environmental, soil and such other reports as each has in its possession. At the end
of the Due Diligence Period, the Purchaser shall notify the parties either that (A) the
results of the Examination are unacceptable to Purchaser, in which case the Purchase
Agreement shall be null and void, or (B) that Purchaser intends to close. In such an
event, the Closing shall occur as provided in the Purchase Agreement. In the event
that the transaction is not closed, the Purchaser shall turn over to the MDEQ all
right, title and interest in the reports which were produced as part of the
Examination; provided, however, the Purchaser makes no representations concerning
the value or accuracy of such reports.

Earnest Money Deposit. Upon execution of the Purchase Agreement, $50,000
shall be deposited in escrow as a non-refundable earnest money deposit (“Earnest
Money”). In the event that Purchaser terminates the Purchase Agreement, the
Earnest Money shall be disbursed as Owner and MDEQ shall direct; and, in the event
of closing it shall be applied against the Purchase Price.

Closing. The Closing (“Closing”) shall occur no later than ninety (90) days
following the expiration of the Due Diligence Period, at a time and place mutually-
agreed upon by the parties. In general, the closing shall occur as follows:

A. Closing into Escrow. Title to the Property shall be placed into escrow with
the title company (“Escrow”) and the Purchaser shall commence with
remediation as outlined in Remediation Plan (“Remediation™). If at any fime
during the Remediation of the Property, the Purchaser determines, in its sole
discretion, that the cost of the Remediation will be matenally different than
outlined in the Remediation Plan then, at the election of the Purchaser, the
Purchase Agreement shall be terminated. In such an event, the deed shall be
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released to the Owner from Escrow and the Purchaser shall have no further
liability thereunder.

B. Final Closing. At the completion of the Remediation, the deed shall be
released from escrow and title shall pass to the Purchaser.

Transfer of Title. The transfer of the Property to Purchaser shall be by general
warranty deed.

Fees and Expenses. Purchaser shall pay 2 of the closing costs and escrow fees,
excluding the transfer taxes if any, the other ¥ shall be deducted from the Purchase
Price. Each party shall be responsible for its own legal expenses. Any other fees
shall be allocated as is customary in the State of Mississippi.

Brokers Commission. The Purchaser, for its part, has engaged the services of
Sawyer Realty in the acquisition of this Property and agrees to pay any real estate
commission due Sawyer Realty. Otherwise, each party agrees to defend and
indemnify the other parties from claims of any other real estate broker claiming a
commission through such party.

13. Binding Exclusivity. In consideration of Purchaser’s effort and expense in

analyzing this acquisition, the parties agree that so long as Purchaser is proceeding in
good faith towards the execution of the Purchase Agreement, that they will not
solicit, accept, negotiate or otherwise pursue any other offers for the purchase or sale
of the Property.

The parties acknowledge that this Letter of Intent, except section 13, is non-binding and
agree, in good faith, to negotiate and execute the Purchase Agreement within thirty (30)
days following the execution of this Letter of Intent.

We look forward to closing this transaction with you.

Sincerely,




Agreed and Accepted:

Vicksburg Chemical Company

Signature

Print Name

Print Title

Mississippi Department of Environmental Quality

Signature

Prin{ Name

Print Title

cc:  Mayor Laurence Leyens, City of Vicksburg



